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This  report  contains  ten  recommendations  to  enhance  com- 
pliance with  state  laws  and  to  improve  internal  controls  and 
accounting  procedures.    These  recommendations  include: 

»-      Depositing  assessments  on  bonds  issued  by  the  board  of 
$27,386  to  the  General  Fund  in  compliance  with  state  law. 

>  Depositing  bond  issue  fee  assessments  for  bonds  issued  by 
various  agencies  totalling  $36,354  to  the  General  Fund  in 
compliance  with  state  law. 

>■      Proposing  legislation  to  change  banking  laws  to  save  the 
General  Fund  an  estimated  $279,000  annually. 

►  Evaluating  current  policy  regarding  linked  mortgages. 
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FINANCIAL-COMPLIANCE  AUDITS 

Financial-compliance  audits  are  conducted  by  the  Office  of  the  Legislative  Auditor  to  deter- 
mine if  an  agency's  financial  operations  are  properly  conducted,  the  financial  reports  are  pre- 
sented fairly,  and  the  agency  has  complied  with  applicable  laws  and  regulations  which  could 
have  a  significant  financial  impact.  In  performing  the  audit  work,  the  audit  staff  uses  stand- 
ards set  forth  by  the  American  Institute  of  Certified  Public  Accountants  and  the  United 
States  General  Accounting  Office.  Financial-compliance  audit  staff  members  hold  degrees 
with  an  emphasis  in  accounting.  Most  staff  members  hold  Certified  Public  Accountant 
(CPA)  certificates. 

The  Single  Audit  Act  of  1984  and  OMB  Circular  A-128  require  the  auditor  to  issue  certain 
financial,  internal  control,  and  compliance  reports  regarding  the  state's  federal  financial 
assistance  programs,  including  all  findings  of  noncompliance  and  questioned  costs.  This 
individual  agency  audit  report  is  not  intended  to  comply  with  the  Single  Audit  Act  of  1984 
or  OMB  Circular  A-128  and  is  therefore  not  intended  for  distribution  to  federal  grantor 
agencies.  The  Office  of  the  Legislative  Auditor  issues  a  statewide  biennial  Single  Audit 
Report  which  complies  with  the  reporting  requirements  listed  above.  The  Single  Audit 
Report  for  the  two  fiscal  years  ended  June  30,  1989  has  been  issued.  Copies  of  the  Single 
Audit  Report  can  be  obtained  by  contacting: 

Office  of  the  Legislative  Auditor 

Room  135,  State  Capitol 

Helena,  MT   59620 
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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

This  is  our  financial-compliance  audit  report  on  the  Board  of  Investments 
of  the  Department  of  Commerce  for  the  fiscal  year  ending  June  30,  1991. 
Included  in  this  report  are  eight  recommendations  relating  to  compliance  with 
state  investment  statutes,  internal  controls,  and  financial  reporting  by  the  board 
and  two  recommendations  directed  to  other  agencies.   The  board's  written 
response  to  the  audit  recommendations  and  the  responses  for  the  other  agencies 
are  included  at  the  end  of  the  audit  report. 

We  thank  the  Executive  Director  and  his  staff  for  their  assistance  and 
cooperation. 

Respectfully  submi 


Scott  A.  Seacat 
Legislative  Auditor 
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Summary  of  Recommendations 


The  listing  below  serves  as  a  means  of  summarizing  the  recommendations  contained  in  the  report, 
the  department's  response  thereto,  and  a  reference  to  the  supporting  comments. 


Recommendation  #1 


Recommendation  #2 


Recommendation  #3 


Recommendation  #4 


Recommendation  #5 


We  recommend  the  board  deposit  the 
fee  of  $27,386  for  issuance  of  bonds 
to  the  General  Fund  in  accordance 
with  state  law 


Board  Response:   Concur.   See  page  74. 

We  recommend  the  agencies  listed  in  table  2 
deposit  the  remaining  $37,012  for  issuance 
of  bonds  to  the  General  Fund  in  accordance 
with  state  law 


Agency  Responses:   Concur.   See  page  78  and  80. 
Partially  Concur.   See  page  81. 

We  recommend  the  Department  of  Admin- 
istration implement  procedures  to  ensure 
timely  payment  of  bond  issue  fee  assessments.   .  . 


10 


Department  Response:   Concur.   See  page  77. 

We  recommend  the  board  seek  legislation 
to  amend  section  17-6-101(1),  MCA,  to 
allow  for  exemption  for  services  unavail- 
able in-state 


11 


Board  Response:   Do  Not  Concur.   See  page  74. 

We  recommend  the  board: 

A.     Evaluate  the  appropriateness  of  making 
linked  deposits  for  home  mortgages  under 
the  economic  development  criteria  of 
section  17-6-304,  MCA 


13 


Board  Response:   Concur.   See  page  75. 

B.     Ensure  present  mortgage  loan  files 
contain  required  documentation.  .  . 


13 


Board  Response:   Concur.   See  page  75. 
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Summary  of  Recommendations 

Recommendation  #6  We  recommend  the  board  establish 

accounting  records  to  effectively 
monitor  the  CRP  program 14 

Board  Response:   Concur.   See  page  75. 

Recommendation  #7  We  recommend  the  board  establish 

procedures  to  ensure  the  required 
documentation  associated  with  bond 
issues  is  submitted  to  the  securities 
commissioner  as  required  by  state  law 15 

Board  Response:   Concur.   See  page  75. 

Recommendation  #8  We  recommend  the  board  request  payment 

of  interest  earned  on  the  receipt  trans- 
actions while  in  the  custodian  bank  account 16 

Board  Response:   Concur.   See  page  75. 

Recommendation  #9  We  recommend  the  board: 

A.  Reconcile  the  MontComp  subsystem  to 

SBAS  on  a  consistent  basis 17 

Board  Response:   Concur.   See  page  75. 

B.  Document  the  disposition  of  all  board 

SBAS  documents 17 

Board  Response:   Concur.   See  page  75. 

Recommendation  #10  We  recommend  the  board  record  transactions 

in  accordance  with  generally  accepted 
accounting  principles 19 

Board  Response:   Concur.   See  page  76. 
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Introduction 


We  performed  a  financial-compliance  audit  of  the  Montana 
Board  of  Investments'  (board)  investment  and  economic 
development  activities  for  the  fiscal  year  ended  June  30,  1991. 
Article  VIII,  section  13,  of  the  Montana  Constitution  requires  an 
annual  audit  of  the  board  and  this  report  represents  compliance 
with  the  annual  audit  requirement.   The  objectives  of  the  audit 
were  to: 


1.  Review  the  board's  management  and  investment  account- 
ing control  systems  and  make  recommendations  for 
improvements. 

2.  Determine  if  the  board's  financial  statements  fairly  present, 
in  conformity  with  generally  accepted  accounting  principles 
(GAAP),  the  financial  position  and  results  of  operations  for 
the  fiscal  year  ended  June  30,  1991. 

3.  Determine  if  the  board  complied  with  applicable  laws  and 
regulations. 

4.  Determine  the  implementation  status  of  the  prior  audit 
recommendations. 

This  report  contains  eight  recommendations  to  the  board  and 
two  recommendations  to  other  agencies.   These  recommenda- 
tions address  areas  where  the  board  and  other  agencies  can 
enhance  compliance  with  state  investment  laws  and  improve 
internal  controls  and  financial  reporting.    In  accordance  with 
section  5-13-307,  MCA,  we  analyzed  and  disclosed  the  cost,  if 
significant,  of  implementing  the  recommendations  made  in  this 
report.   Areas  of  concern  deemed  not  to  have  significant  effect 
on  the  successful  operations  of  the  board  are  not  specifically 
included  in  this  report,  but  have  been  discussed  with  the  execu- 
tive director  and  his  staff. 


Background 


The  Montana  Board  of  Investments,  originally  created  in  1971, 
is  attached  to  the  Department  of  Commerce  for  administrative 
purposes.   The  board  consists  of  nine  members  appointed  by  the 
governor  and  confirmed  by  the  senate. 
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The  board  employs  an  executive  director  and  an  investment 
officer  who  in  turn  hire  and  manage  board  staff.   The  staff 
advise  the  board,  implement  its  decisions,  and  perform  daily 
investment,  economic  development  and  recordkeeping  functions. 
Administrative  charges  to  participants  fund  the  board's  invest- 
ment operations.   These  fees  are  collected  from  income  earned 
on  moneys  invested. 

The  board  directs  the  investment  of  state  funds  in  accordance 
with  the  constitution  and  laws  of  the  state.  The  board  admin- 
isters the  investment  program  under  the  "prudent  expert  prin- 
ciple" which  requires  an  investment  manager  to: 

1.  Discharge  his  duties  with  the  care,  skill,  prudence,  and 
diligence,  under  the  circumstances  prevailing,  that  a 
prudent  person  in  a  like  capacity  with  the  same  resources 
and  familiarity  exercises. 

2.  Diversify  the  holdings  of  each  participating  fund  to  mini- 
mize the  risk  of  loss  and  to  maximize  the  rate  of  return. 

3.  Discharge  his  duties  solely  in  the  interest  of  and  benefit  for 
the  funds  forming  the  unified  investment  program. 

There  are  three  major  investment  management  programs  within 
the  board's  operations.  "All  Other  Funds"  (AOF)  is  a  combina- 
tion of  approximately  30  agencies'  investments  which  the  board 
manages  on  their  behalf.  The  investments,  generally  long-term 
in  nature,  are  managed  to  produce  steady  yields  over  a  long 
period  of  time. 

The  "Short-Term  Investment  Pool"  (STIP)  provides  a  short- 
term  investment  vehicle  to  state  or  local  government  investors. 
There  is  a  fixed  $100  unit  value  for  STIP.   The  purpose  of  STIP 
is  to  provide  the  highest  possible  return,  yet  maintain  a  highly 
liquid  position.    The  short-term  investment  portfolio  is  managed 
by  the  board,  and  participants  may  purchase  or  sell  units  on  a 
daily  basis. 

The  "Montana  Common  Stock  Pool"  (MontComp)  is  an  invest- 
ment pool  designed  to  allow  authorized  agencies  to  participate  in 
the  equity  market  through  a  diversified  pool.    The  Montana 
Constitution  authorizes  only  retirement  funds  and  endowment 
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funds  to  invest  in  private  corporate  capital  stock.  The  board 
manages  the  securities  in  the  portfolio,  and  participants  may 
purchase  units  on  a  monthly  or  semi-monthly  basis. 

According  to  the  objectives  outlined  in  state  law,  the  board  also 
administers  economic  development  programs  created  for  the 
purpose  of  strengthening,  diversifying,  and  stabilizing  the 
Montana  economy  and  increasing  Montana  employment  and 
business  opportunities.   The  following  paragraphs  describe  these 
programs. 

1.  The  Mortgage  Loan  Program  invests  public  moneys  directly 
in  Montana  through  purchase  of  mortgage  loans.   There  are 
four  types  of  mortgages  purchased  under  this  program: 
conventional  residential,  federally  guaranteed  residential, 
multifamily,  or  commercial  buildings.    Applications  are 
reviewed  by  the  board  using  Federal  Home  Loan  Mortgage 
Corporation  standards.    Loans  over  $250,000  are  approved 
by  the  board.   Currently  the  board's  records  reflect  2,646 
loans  with  a  principal  balance  of  $1 18,501,588. 

2.  The  Coal  Tax  Loan  Program  uses  a  revolving  loan  strategy. 
The  board  purchases  loans  from  approved  financial  institu- 
tions to  finance  the  acquisition  of  land,  buildings,  or  equip- 
ment and  to  provide  working  capital.   The  resources  avail- 
able to  provide  coal  tax  loans  consist  of  in-state  investment 
of  25  percent  of  all  revenue  deposited  after  June  30,  1983 
in  the  Permanent  Coal  Tax  Trust  Fund  and  principal  pay- 
ments on  all  investments  made  from  the  Montana  In-State 
Investment  Fund  (MISIF). 

3.  The  board  also  administers  the  Stand-Alone  Industrial 
Development  Bond  Program  and  the  Pooled  Industrial 
Development  Bond  Program.   These  programs  provide  lower 
cost  capital  to  eligible  Montana  businesses  through  the  use 
of  tax-exempt  bonds. 

The  Stand-Alone  Industrial  Development  Bond  Program 
provides  a  means  for  satisfying  certain  eligibility  require- 
ments for  businesses  to  obtain  money  raised  by  issuing  tax- 
exempt  bonds.    Under  this  program,  the  board  does  not 
extend,  either  directly  or  indirectly,  credit  or  funds  to 
program  users  but  serves  as  the  legal  conduit  into  the  tax- 
exempt  bond  market.   The  board  did  not  issue  bonds  under 
the  Stand-Alone  Program  during  fiscal  year  1990-91. 
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The  Pooled  Industrial  Development  Bond  Program  provides 
access  to  the  tax-exempt  bond  market,  and  loans  funds  to 
businesses  who  satisfy  program  requirements.   The  Pooled 
Program  is  currently  inactive  due  to  changes  in  federal  tax 
law  passed  in  1986.    Board  officials  believe  the  Pooled 
Program  can  no  longer  provide  useful  financing  and  they 
have  no  plans  for  reactivating  the  program. 

4.  The  Montana  Cash  Anticipation  Financing  (MCAF)  Pro- 
gram provides  tax  anticipation  financing  to  local  govern- 
ments.  The  program  provides  assistance  to  Local  Govern- 
ment units  in  financing  their  short-term  cash  flow  require- 
ments which  occur  prior  to  the  collection  or  receipt  of 
property  taxes  and  revenues.   The  bonds  are  payable  from 
tax  anticipation  notes  issued  by  local  governments.    If  a 
local  government  defaults,  the  board  must  purchase  a 
refunding  note  to  ensure  that  the  necessary  bond  obligations 
are  paid.    In  August  1990,  the  board  issued  $7,385,000  in 
MCAF. 

5.  Bonds  are  used  to  finance  intermediate  term  (two  to  five 
years)  capital  needs  of  local  governments  in  the  Inter- 
mediate Term  Capital  Pool  Program.   The  board  pools  bor- 
rowing needs  of  various  local  governments  and  issues  bonds 
to  finance  these  projects.    Local  government  participants 
pay  the  cost  of  issuance.    In  March  1991,  the  board  issued 
$5,000,000  in  INTERCAP  bonds  under  this  program. 

6.  The  Irrigation  District  Pooled  Loan  Program  allows  certain 
Montana  Irrigation  Districts  to  take  advantage  of  a  federal 
government  offer  to  prepay  outstanding  Bureau  of  Rec- 
lamation loans  at  a  substantial  discount.   The  board  did  not 
issue  bonds  under  this  program  in  the  fiscal  year  1990-91. 

7.  The  Conservation  Reserve  Enhancement  Program  (CRP) 
allows  farmers  to  receive  a  lump  sum  amount  in  return  for 
assignment  of  their  federal  CRP  contract  to  the  board. 
During  fiscal  year  1990-91  the  board  issued  $7,380,000  in 
CRP  bonds. 

8.  The  School  District  Pool  Refunding  Program  provides  funds 
to  participating  school  districts  in  the  state  to  refinance 
their  existing  general  obligation  bonds  at  lower  interest 
rates  than  the  rates  on  the  District's  outstanding  bonds.    In 
June  1991,  the  board  issued  $6,234,000  in  school  refunding 
bonds. 
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The  Enterprise  Fund  balance  sheet  on  page  59  and  financial 
slalement  note  three  on  page  68  contain  additional  information 
concerning  bonds  issued  by  the  board. 
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Prior  Audit  Recommendations 


Prior  Audit  Recom-  Our  prior  audit  report,  issued  for  the  fiscal  year  ended  June  30, 

mendations  1990,  contained  seven  report  sections  with  nine  individual 

recommendations.   Of  the  eight  recommendations  still  applicable 
to  the  board's  operations,  six  have  been  implemented  and  two 
have  not  been  implemented  as  discussed  on  pages  14  and  16  of 
this  report. 
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Findings  and  Recommendations 


State  0>nipliance 


During  our  audit  we  tested  compliance  with  state  laws  and 
regulations  related  to  board  operations.   The  following  five 
report  sections  discuss  four  instances  of  noncompliance  with 
provisions  of  the  law  and  one  instance  where  a  change  in  state 
law  could  reduce  General  Fund  costs  by  an  estimated  $279,000 
annually. 


Bond  Issue  Fee  Assess- 
ments 


In  fiscal  year  1990-91,  the  board  issued  four  series  of  bonds 
totaling  $25,999,000.    During  our  audit  we  determined  the  board 
did  not  pay  a  bond  issue  fee  assessment  to  the  General  Fund  in 
accordance  with  state  law.   Sections  17-5-1312  and  17-5-2201, 
MCA,  assess  state  bond  issuers  30  cents  per  thousand  dollars  of 
bonds  issued,  to  be  deposited  in  the  state  General  Fund.   The 
purpose  of  the  deposit  is  to  fund  a  portion  of  the  annual  audit 
of  the  state's  financial  statements.    Board  personnel  said  the 
board  did  not  pay  the  fee  because  they  had  not  received  a  bill. 
The  statute  does  not  designate  an  agency  to  bill  the  bond  issue 
fees.   The  law  requires  the  bond  issuers  to  pay  the  fees.    In  a 
special  purpose  compliance  review  dated  March  1989,  we 
discussed  the  statewide  audit  cost  reimbursement  to  the  General 
Fund.   Following  the  review,  agencies  were  notified  of  the 
required  General  Fund  deposit  and  payment  was  requested. 


We  reviewed  past  issuances  of  the  board  and  determined  the 
assessment  was  not  paid  in  prior  years.    Between  January  1 , 
1988,  the  effective  date  of  the  assessment  laws,  and  June  30, 
1991,  the  board  issued  bonds  in  the  amount  of  $128,1 10,000. 
Documentation  indicates  only  $11,049  of  the  $38,435  in  assess- 
ment fees  due  from  those  issues  was  deposited  in  the  General 
Fund  as  of  September  10,  1991  (Table  I). 
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Table  1 

Board  of 

Investments  -  Bond 

Assessments 

Deposit  to 

Issue  Amount 

Assessment 

Issue 

(in  thousands) 

(.30  X  1000) 

General  Fird 

MEDB-1988  Stand  Alone 

$  4,485 

$  1,346 

MEDB-1989  Stand  Alone 

60,800 

18,240 

INTERCAP-Series  1988 

5,000 

1,500 

$1,500 

INTERCAP-Series  1991 

5,000 

1,500 

MCAF-Series  1988 

17,365 

5,210 

5,210 

MCAF-Series  1989 

9,485 

2,846 

2,846 

MCAF-Series  1990 

7.385 

2,216 

CRP-Series  1991 

7,380 

2,214 

Pooled  Irrigation-1988 

4,976 

1,493 

1,493 

School  District-1991 
Total 

6.234 

$128.110 

1.870 
$38,435 

$11,049 

We  reviewed  assessments  and  payments  for  other  state  bond 
issues,  excluding  general  obligation  bonds  funded  with  General 
Fund  revenue,  which  are  exempt,  to  determine  the  total  extent 
of  the  General  Fund  deficiency  (Table  2)  for  the  period  Janu- 
ary 1,  1988  through  June  30,  1991. 


Table  2 

General 

Fund  Bond  Assessment 

Deficiency 

Deposit  to 

Issue  Amount 

Agency 

(in  thousands) 

Assessment 

General  Find 

Department  of  Natural 

Resources  and 

Conservat  i  on 

$  48,905 

$  14,672 

$  13,519 

Board  of  Housing 

170,000 

51,000 

51,000 

Department  of 

Administration 

3,540 

1,062 

MT  Health  Facilities 

Authority 

135,704 

40,711 

40,711 

MT  Higher  Education 

student  Assistance 

Corporation 

134,950 

40,485 

9,885 

University  System 

11,795 

3,539 

Board  of  Investments 

(Table  1) 

128.110 

38.435 

11,049 

Total 

$633,004 

$189,904 

$126,164 
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Our  review  indicates  between  January  I.  1988  and  June  30, 
1991,  66  percent  of  the  required  bond  issue  fee  assessment  was 
deposited  to  the  state  General  Fund.    At  June  30,  1991,  bond 
issuers  owed  the  General  Fund  $63,740  in  bond  issue  fee  assess- 
ments.  Subsequent  to  our  audit  work,  the  Department  of 
Administration,  the  Department  of  Natural  Resources  and 
Conservation,  and  the  Board  of  Investments  paid  their  outstand- 
ing assessment  balances. 

Although  the  statutes  require  the  issuers  to  deposit  the  bond 
issue  fee  assessments  in  the  General  Fund,  there  are  currently  no 
procedures  to  ensure  the  assessments  are  paid.    The  Department 
of  Administration  prepares  the  state's  annual  financial  state- 
ments and  participates  in  bond  issuance  activity.   Therefore,  the 
department  has  the  information  available  to  determine  the 
amount  of  bonds  issued  during  the  year  and  to  calculate  the 
anticipated  fee  collection.   In  an  audit  report  dated  March  1991 
the  department  concurred  with  a  recommendation  to  establish 
bond  issuance  coordination  guidelines  and  agreed  to  take  the 
lead  in  coordinating  debt  management  and  debt  issuance  among 
state  agencies. 


Recommendation  #1 

We  recommend  the  board  deposit  the  fee  of  S27,386  for 
issuance  of  bonds  to  the  General  Fund  in  accordance  with 
state  law. 


Recommendation  #2 

We  recommend  the  agencies  listed  in  table  2  deposit  the 
remaining  $36,354  for  issuance  of  bonds  to  the  General 
Fund  in  accordance  with  state  law. 
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B^commendation  #3 

We  recommend  the  Department  of  Administration  imple- 
ment procedures  to  ensure  timely  payment  of  bond  issue 
fee  assessments. 


Banli  Contract  To  facilitate  efficient  handling  of  securities  transactions,  the 

state  uses  a  New  York  bank  for  transaction  settlements  and 
securities  safekeeping.    Under  section  17-6-101(1),  MCA,  the 
state  cannot  contract  directly  for  these  services  with  the  out- 
of-state  bank.    By  law,  under  the  direction  of  the  board,  the 
state  treasurer  must  deposit  public  moneys  in  its  possession  or  in 
its  control,  in  banks  located  in  the  state.   To  obtain  the  ser- 
vices, the  board  contracts  with  a  local  bank  which  then  executes 
a  subcontract  with  the  out-of-state  bank. 

The  board  complies  with  state  law  in  procuring  the  needed 
banking  services.    However,  we  found  the  legal  requirement  to 
contract  through  an  in-state  bank  costs  the  General  Fund  an 
estimated  additional  $110,000  annually.    Board  management 
estimates  administering  the  banking  contract  directly  will 
require  approximately  1.5  FTE  for  clerical  functions  presently 
performed  by  bank  staff.   The  additional  staff  and  support  will 
increase  board  operating  costs  by  $35,000.    In  addition  to  these 
net  savings  of  $75,000,  the  General  Fund  will  save  an  additional 
$204,000  in  charges  paid  for  other  portfolio  participants.   A 
revision  of  state  law  concerning  bank  services  procurement 
could  reduce  General  Fund  costs  by  $279,000  per  year. 

The  settlement  and  safekeeping  services  the  board  needs  are  not 
available  from  an  in-state  bank.   Therefore,  in  this  case,  the 
statute  costs  the  state  more  money  without  keeping  the  business 
in-state.   The  board  could  reduce  its  operating  costs  if  the  law 
were  amended  to  allow  contracts  with  out-of-state  banks  which 
offer  services  not  provided  by  banks  with  offices  in  Montana. 
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^^commendation  #4 

We  recommend  the  board  seek  legislation  to  amend  section 
17-6-101(1),  MCA,  to  allow  for  exemption  for  services 
unavailable  in-state. 


Linked  Home  Mortgage  Section  17-6-304,  MCA,  states  the  objective  of  the  permanent 

Loans  coal  trust  fund  is  to  diversify,  strengthen,  and  stabilize  the 

Montana  economy  and  to  increase  Montana  employment  and 
business  opportunities.   The  board  maintains  the  Montana  In- 
state Investment  Fund  (MISIF)  to  account  for  the  portion  of  the 
permanent  coal  tax  trust  dedicated  to  investment  in  Montana. 
When  deciding  which  of  several  investments  of  comparable 
value  and  return  are  to  be  made  from  MISIF,  section  17-6-309, 
MCA,  states  the  board  should  give  preference  to  business 
investments  that: 

provide  new  jobs  or  preserve  existing  jobs  for  Montana 
residents,  or  in  otherwise  contributing  to  long-term  benefit 
of  the  Montana  economy; 

provide  jobs  that  will  be  substantially  filled  by  current 
Montana  residents; 

are  locally  owned  enterprises  either  expanding  or  estab- 
lishing new  operations; 

maintain  and  improve  a  healthful  and  clean  environment, 
with  emphasis  on  energy  efficiency;  and 

benefit  small  and  medium-sized  businesses. 

By  law,  in  calculating  the  rate  of  return  for  any  investment 
made  from  the  permanent  coal  tax  trust  fund,  the  board  shall 
consider  the  long  term  benefit  to  the  Montana  economy.   The 
board  invests  some  MISIF  moneys  in  certificate  of  deposits  (CD) 
with  banks  to  finance  loans  made  by  the  banks.   These  "linked 
deposit"  loans  are  funded  by  the  permanent  coal  tax  trust  and 
the  approving  financial  institution  retains  all  risk  on  the  loans 
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financed  with  the  proceeds  of  a  linked  deposit.    Although  the 
board  uses  linked  deposits  primarily  to  finance  business  loans, 
the  board  has  made  linked  deposits  related  to  single  family 
mortgage  loans. 

The  Administrative  Rules  of  Montana  require  an  application  for 
a  linked  deposit  be  signed  and  certified  by  the  borrower  and  the 
bank.   The  application  and  all  its  attachments  shall  be  retained 
by  the  board  in  its  loan  file.   The  board  determines  that  an 
applicant  is  eligible  for  in-state  investment  funds  if  it  finds  the 
investment  meets  the  objectives  listed  above. 

We  reviewed  eight  single-family  home  mortgage  files  financed 
by  linked  deposits.   None  of  the  files  reviewed  had  a  signed  and 
certified  loan  application  on  file.   We  noted  additional  incon- 
sistencies in  file  documentation.   Seven  of  the  eight  files 
reviewed  did  not  include  a  loan  summary,  and  four  did  not 
include  documented  credit  history  reviews. 

We  question  whether  making  linked  deposit  loans  for  home 
mortgages  provides  a  benefit  to  the  state's  economy  sufficient  to 
qualify  for  investment  of  designated  in  state  investment  funds. 
Board  management  agreed  the  use  of  linked  deposits  for  home 
mortgages  may  violate  the  spirit  of  the  program.   The  board 
administers  a  Mortgage  Loan  Program  which  invests  public 
moneys  through  the  purchase  of  mortgage  loans.   The  board 
should  evaluate  current  policy  regarding  the  use  of  in-state 
investment  funds  to  finance  home  mortgage  loans. 
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Pecommendation  #5 

We  recommend  the  board: 

A.  Evaluate  the  appropriateness  of  making  linked 
deposits  for  home  mortgages  under  the  economic 
development  criteria  of  section  17-6-304,  MCA. 

B.  Ensure  present  mortgage  loan  files  contain  required 
documentation. 


Agricultural  Financing  In  fiscal  year  1989-90,  the  board  initiated  the  Conservation 

Reserve  Enhancement  Program  (CRP)  to  provide  operating  cash 
for  Montana  farmers  and  ranchers.    Under  the  program,  the 
board  purchases  contracts  between  the  federal  government  and 
landowners.   The  terms  of  the  contracts  call  for  the  landowners 
not  to  grow  crops  or  graze  livestock  on  certain  land  for  ten  years 
in  return  for  cash  payments.   When  the  board  buys  these 
contracts,  it  also  assumes  responsibility  for  ensuring  compliance 
with  restrictions  on  the  use  of  the  land.   The  board  contracts 
with  a  servicing  agent  to  monitor  the  contracts. 

The  legislature  appropriated  $250,000  in  supplemental  authority 
for  fiscal  years  1989-90  and  1990-91  to  cover  costs  associated 
with  CRP  loans.   The  appropriation  law  provides  funding  with 
bond  issuance  fees  for  CRP  bonds. 

Board  officials  identified  interest  income  from  CRP  loans,  loan 
application  fees,  and  issuance  costs  billed  to  bond  proceeds  as 
sources  of  CRP  program  income.   We  verified  $10,000  in  issu- 
ance cost  recoveries  on  the  state's  accounting  records.   We  also 
verified  $37,000  in  loan  application  fees  for  CRP  loans  on 
manual  records  of  the  bank.   We  could  not  trace  CRP  loan 
application  fees,  CRP  loan  income,  and  interest  expense 
associated  with  short-term  CRP  financing  on  the  state's 
accounting  records.   The  board  officials  were  not  sure  whether 
these  sources  of  income  offset  costs  associated  with  the  CRP 
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program.  The  board  charged  CRP  administrative  costs  of 
$47,902  and  $79,905  in  fiscal  years  1990-91  and  1989-90, 
respectively. 

The  appropriation  law  required  the  board  to  recover  CRP  costs. 
We  could  not  determine  CRP  related  income  by  examining  the 
state's  accounting  records.   Since  board  management  has  respon- 
sibility to  ensure  compliance  with  the  restrictions  on  expendi- 
tures of  the  CRP  appropriation,  the  accounting  records  should 
be  designed  to  aid  board  personnel  in  monitoring  compliance 
with  these  restrictions. 


Recommendation  #6 

We  recommend  the  board  establish  accounting  records  to 
effectively  monitor  the  CRP  program. 


Security  Commissioner 
Reports 


When  the  board  issued  CRP  bonds  in  fiscal  year  1990-91,  the 
board  did  not  submit  copies  of  all  prospectus  and  disclosure 
documents  connected  with  the  issuance  to  the  Securities 
Commissioner  in  accordance  with  state  law.   Section  17-5- 
1506(5),  MCA,  requires  the  board  to  submit  copies  of  all 
prospectus  and  disclosure  documents  connected  with  this  type  of 
bond  issue  to  the  Securities  Commissioner  for  public  inspection. 
When  we  informed  board  personnel  the  CRP  bond  issue  docu- 
ments had  not  been  submitted,  they  filed  the  issuance  on 
July  26,  1991. 


The  Securities  Commissioner's  file  indicated  the  board  had  not 
filed  disclosure  documents  associated  with  two  additional  bond 
issuances.   We  discussed  the  absence  of  disclosure  documents  for 
one  of  these  issues  in  the  prior  audit  report.   As  of  August  1991, 
these  documents  had  still  not  been  filed.    Board  management 
relies  on  bond  counsel  to  submit  the  proper  reports.   The  board 
lacks  procedures  to  ensure  the  required  documentation  is  filed. 
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Recommendation  #7 

We  recommend  the  board  establish  procedures  to  ensure 
the  required  documentation  associated  with  bond  issues  is 
submitted  to  the  securities  commissioner  as  required  by 
state  law. 


Intemtii  Controls 


Internal  control  procedures  provide  an  essential  part  of  an 
organization's  ability  to  safeguard  assets,  verify  accuracy  and 
reliability  of  accounting  data,  and  promote  efficiency.   The 
following  report  sections  address  internal  controls  necessary  to 
ensure  completeness  of  the  state's  accounting  records. 


Interest  Income  Receipt 


Section  17-6-201,  MCA,  authorizes  the  board  to  manage  and 
account  for  investments  on  behalf  of  state  agencies.   The  board 
has  the  fiduciary  responsibility  to  state  agencies  to  manage  and 
account  for  security  transactions  in  a  timely  manner.   During 
fiscal  year  1990-91,  the  board  did  not  accept  receipt  of  cash 
income  earned  on  certain  securities  of  All  Other  Fund  portfolio 
participants.   These  moneys  were  held  by  the  custodian  bank. 
Board  personnel  said  the  cash  remained  in  possession  of  the 
bank  because  the  source  and  ownership  of  the  cash  was  not 
clear.   In  April  1991,  approximately  $813,000  in  cash  earned  by 
the  portfolio  had  not  been  received.    Although,  the  board  was 
aware  participants'  money  had  been  received  and  posted  to  the 
custodian's  bank  account,  the  board  did  not  receive  the  cash  for 
one  to  eight  months  after  the  due  dates. 


Board  officials  said  accounting  personnel  assumed  the  Montana 
treasury  bank,  paid  to  administer  the  contract  with  the  out-of- 
state  settlement  bank,  would  determine  who  owned  the  cash.   In 
addition,  a  key  accounting  official  was  on  leave  during  four 
months  of  this  period.    Board  management  said  the  board  should 
have  followed  up  on  the  receipts.   In  May  1991,  the  board 
established  procedures  to  ensure  the  bank  places  cash  receipts  in 
board  accounts. 
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As  of  July  2,  1991,  the  board  received  and  recorded  the  cash  in 
the  appropriate  participant  accounts.   We  estimated  the  bank 
earned  $33,000  on  participants'  cash  during  the  time  the  board 
did  not  claim  and  record  it.   Under  the  banking  contract,  the 
interest  belongs  to  the  party  whose  money  was  invested.    A  bank 
official  said  the  bank  will  pay  the  interest  when  requested  to  do 
so  in  writing.    As  of  August  20,  1991,  the  board  has  not 
requested  the  bank  to  repay  the  interest  earned  on  the  $813,000 
in  participants  money  while  it  was  held  by  the  bank. 


Recommendation  #8 

We  recommend  the  board  request  payment  of  interest 
earned  on  the  receipt  transactions  while  in  the  custodian 


banl(  account. 


Transactions  Reconcilia-  To  ensure  completeness  of  the  state's  accounting  records,  board 

tions  personnel  rely  heavily  on  the  monthly  reconciliations  of  their 

portfolio  subsystem  (WFS)  to  SBAS.   These  reconciliations 
enable  board  personnel  to  correct  errors  in  subsystem  and  SBAS 
records  in  a  timely  manner.    In  the  prior  audit  of  the  board,  we 
noted  subsystem  accounting  records  for  MontComp,  one  of  the 
board's  portfolios,  were  not  consistently  reconciled  to  the  state's 
accounting  records.   During  the  current  audit,  we  determined 
board  personnel  performed  only  two  complete  monthly  recon- 
ciliations of  WFS  to  SBAS  for  the  MontComp  portfolio  in  fiscal 
year  1990-91.   Personnel  indicated  a  shortage  of  time  to  perform 
them.   If  reconciliations  are  not  performed,  the  board  should  not 
rely  on  this  procedure  to  ensure  completeness  of  the  accounting 
records. 

For  accounting  records  to  be  complete,  all  valid  transactions 
should  be  recorded.   We  identified  thirty-three  instances  where 
board  documents  were  not  recorded  on  SBAS  during  fiscal  year 
1991.   Ten  document  numbers  were  identified  key-punch  errors. 
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six  of  the  documents  had  an  "incomplete"  status  at  fiscal  year- 
end,  and  two  documents  were  purged.   The  status  of  the 
remaining  fifteen  document  numbers  was  not  known.   The 
board  had  no  documentation  of  the  disposition  of  these  docu- 
ments or  the  six  "incomplete"  documents;  therefore,  they  could 
not  tell  us  if  all  valid  transactions  were  processed.   We  per- 
formed additional  audit  procedures  to  gain  assurance  that  the 
missing  documents  did  not  cause  the  financial  records  to  be 
incomplete. 

Section  17-1-102,  MCA,  requires  the  board  to  input  all  neces- 
sary transactions  to  the  state  accounting  system  in  order  to 
present  the  receipt,  use,  and  disposition  of  all  money  for  which 
they  are  accountable.   The  board  can  increase  assurance  that  the 
state's  accounting  records  are  complete  and  facilitate  the 
monthly  reconciliations  by  logging  rejected  and  purged  docu- 
ments as  they  occur.  The  board  receives  a  daily  transaction 
listing  indicating  the  daily  status  of  documents.    A  review  of 
this  listing  and  documentation  of  key-punch  errors  and  void 
documents  would  help  prevent  and  detect  unrecorded  or  unusual 
activity  and  facilitate  accountability  for  transactions  and  missing 
document  numbers. 


Recommendation  #9 

We  recommend  the  board: 

A.  Reconcile  the  MontComp  subsystem  to  SBAS  on  a 
consistent  basis. 

B.  Document  the  disposition  of  all  board  SBAS  docu- 
ments. 


Accounting  Issues  State  accounting  policies  are  established  to  ensure  information 

recorded  on  the  state's  accounting  records  complies  with 
generally  accepted  accounting  principles  (GAAP).   During  our 
audit  we  noted  the  board  could  improve  compliance  with  state 
accounting  policy.   The  following  report  sections  address  three 
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issues  where  the  board  did  not  record  transactions  in  accordance 
with  GAAP. 


Bond  Issuance  Expenses 


The  board  is  not  recording  bond  issuance  costs  in  the  year 
incurred  as  required  by  generally  accepted  accounting  prin- 
ciples.  The  following  table  identifies  improper  recording  of 
expenses. 


Table  3 

Bond 

Issuance  Expenses 

FY  1990-91 

Impact 

rear 

Year 

Over(Under) 

Expense 

Amount 

Incurred 

Recorded 

Statement 

Financing  Fees 

$55,000 

FY 

90-91 

FY  91-92 

$(55,000) 

Underwriter  Fees 

9,000 

FY 

90-91 

FY  91-92 

(9,000) 

Printing 

2,567 

FY 

90-91 

FY  91-92 

(2,567) 

Financing  Fees 

30,000 

FY 

87-88 

FY  90-91 

30,000 

Financing  Fees 

15,000 

FY 

88-89 

FY  90-91 

15.000 

Bond  Issue  Fee 

1,346 

FY 

87-88 

* 

Bond  Issue  Fee 

8,203 

FY 

88-89 

* 

Bond  Issue  Fee 

18,240 

FY 

89-90 

* 

Bond  Issue  Fee 

2,846 

FY 

89-90 

FY  90-91 

2,846 

Bond  Issue  Fee 

7,826 

FY 

90-91 

* 

(7,826) 

FY  90-91  Impact 

$(26,547) 

*  Not  recorded  on 

the  state  accounting 

records  as  of 

August  1991. 

As  a  result,  expenses  are  understated  by  a  net  $26,547  in  fiscal 
year  1990-91  and  overstated  by  $66,567  in  fiscal  year  1991-92. 

Board  personnel  said  the  board  waits  to  record  the  financing  fee 
until  everyone  else  receives  their  money  to  ensure  there  is  no 
deficiency  in  proceeds  to  cover  costs  of  other  vendors.   The 
bond  issue  fee,  as  discussed  on  page  seven  of  this  report,  has  not 
been  recorded  or  paid.  Since  the  financing  fee  and  the  bond 
issue  fee  expenses  were  incurred  on  or  before  the  date  of  the 
bond  sale,  the  board  should  record  these  expenses  at  that  time. 
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Findings  and  Recommendations 


Portfolio  Investment  On  June  26,  1991  the  board  purchased  ten  securities  for  the 

MontComp  pool  valued  at  $7,339,406.    In  addition,  one  Mont- 
Comp  security  valued  at  $2,499,625  was  sold  for  $3,475,000. 
These  transactions  were  not  recorded  on  the  state's  accounting 
records  at  fiscal  year-end.   Board  personnel  recorded  the  trans- 
actions in  the  following  fiscal  year.   The  board  could  reduce  this 
type  of  accounting  error  by  improving  its  monthly  reconciliation 
and  review  procedures  as  discussed  on  page  16.   To  comply  with 
generally  accepted  accounting  principles,  the  value  of  assets  and 
liabilities  should  include  transactions  as  of  the  balance  sheet 
date.   As  a  result  of  the  error,  MontComp  assets  and  liabilities 
are  understated  on  SBAS  by  over  $8,765,000  at  June  30,  1991. 
The  financial  statements  have  been  adjusted  to  reflect  the 
increased  asset  and  liability  value. 


Recommendation  #1Q 


We  recommend  the  board  record  transactions  in  accor- 
dance with  generally  accepted  accounting  principles. 


Page  19 


Page  20 


Independent  Auditor's  Reports 
&  Agency  Financial  Statements 
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Summary  of  Independent  Auditor's  Reports 


Summary  of  Indepen-  The  Independent  Auditor's  reports  issued  on  All  Other  Funds, 

dent  Auditor's  Reports  Short-Term  Investment  Pool,  Montana  Common  Stock  Pool,  and 

the  Enterprise  and  Non-Expendable  Trust  Funds  are  intended  to 
convey  to  the  reader  of  the  financial  statements  the  degree  of 
reliance  which  can  be  placed  on  the  amounts  presented.   The 
reader  may  rely  on  the  fairness  of  the  amounts  presented  on  the 
statements  listed  in  paragraph  one  of  each  of  the  auditor's 
opinions  on  pages  25,  34,  45  and  58  when  analyzing  the  Board 
of  Investments'  activities. 
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Independent  Auditor's  Report  & 
All  Other  Funds  Financial  Statements 


Page  23 


Page  24 


STATE  OF  MONTANA 


LEGISLATIVE  AUDITOR: 
SCOTT  A. SEACAT 

LEGAL  COUNSEL: 

JOHNW.  NORTHEY 


(^ititt  ixi  tht  JC^^blatiif^  ^ubxtax 


STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/444-3122 


INDEPENDENT  AUDITOR'S  REPORT 


DEPUTY  LEGISLATIVE  AUDITORS: 

MARYBRYSON 
Operations  and  EDP  Audit 

JAMES  GILLETT 
Financial-Compliance  Audit 

JIM  PELLEGRINI 
Performance  Audit 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  Statement  of  Investments  Managed  for 
the  Montana  Board  of  Investments,  All  Other  Funds,  as  of  June  30,  1991  and 
1990,  and  the  related  Statement  of  Investment  Income  and  Statement  of  Changes 
in  Investments  Managed  for  the  two  fiscal  years  then  ended.   These  financial 
statements  are  the  responsibility  of  the  Board  of  Investments'  management.   Our 
responsibility  is  to  express  an  opinion  on  these  financial  statements  based  on  our 
audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing 
standards.   Those  standards  require  that  we  plan  and  perform  the  audit  to  obtain 
reasonable  assurance  about  whether  the  financial  statements  are  free  of  material 
misstatement.   An  audit  includes  examining,  on  a  test  basis,  evidence  supporting 
the  amounts  and  disclosures  in  the  financial  statements.   An  audit  also  includes 
assessing  the  accounting  principles  used  and  significant  estimates  made  by  man- 
agement, as  well  as  evaluating  the  overall  financial  statement  presentation.    We 
believe  that  our  audit  provides  a  reasonable  basis  for  our  opinion. 

In  our  opinion,  the  financial  statements  referred  to  above  present  fairly,  in 
all  material  respects,  the  investments  managed  by  the  Montana  Board  of  Invest- 
ments, All  Other  Funds,  as  of  June  30,  1991  and  1990,  and  its  investment  income 
and  changes  in  its  investments  managed  for  the  fiscal  years  then  ended  in 
conformity  with  generally  accepted  accounting  principles. 

Respectfully  submitted, 

James  Gillett,  CPA 
Deputy  Legislative  Auditor 


September  20,  1991 
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STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
ALL  OTHER  FUNDS 

STATEMENT  OF  INVESTWENTS  MANAGED 
JUNE  30,  1991  AND  1990 


1991 


1990 


Investments  managed  at  book  value 
(current  value  of  $2,332,897,722 
in  1991  and  $2,328,699,695  in  1990) 
(Notes  2  and  6) 
Interest  receivable  (Note  5) 
Net  unamortized  deferred  losses  on 
bond  swaps  (Note  2) 

Total  investments  managed 


$2,307,675,503 
55,210,327 

10,786,848 


$2,300,521,223 
58,836,595 


15,760,906 


$2,373,672,678    $2,375,118,724 


STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
ALL  OTHER  FUNDS 

STATEMENT  OF  INVESTMENT  INCOME 

FOR  THE  FISCAL  YEARS  ENDED 

JUNE  30,  1991  AND  1990 


1991 


1990 


Income: 


Investment  income 
Realized  gain  on  sales 
Amortization/accretion 

Total  income 


$215,969,195 
9,472,730 
3,232,948 

228,674,873 


$216,862,866 
5,883,192 
4,342,452 

227,088,510 


Expenses: 


Administrative  expenses 
Net  amortization  of  deferred 
losses  on  bond  swaps  (Note  2) 

Total  expenses 

Net  investment  income 


490,940 
1,645,926 


2,136,866 


$226,538,007 


503,064 


1,916,178 


2,419,242 
$224,669.268 


The  accompanying  notes  are  an  integral  part 
of  these  financial  statements. 
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STATE  OF  MONTANA  BOARD  OF  INVESTMEIiTS 
ALL  OTHER  FUNDS 

NOTES  TO  FINANCIAL  STATEMENTS 
JUNE  30,  1991  AND  1990 

1.  HISTORY  AND  ORGANIZATION 

The  State  of  Montana  Board  of  Investments  (the  Board)  was  created 
by  an  act  of  the  Legislature  as  the  sole  authority  to  invest  and  manage 
state  funds  in  accordance  with  the  laws  and  Constitution  of  the  state 
of  Montana.  The  investments  and  income  therefrom  are  owned  by  various 
state  of  Montana  agencies  and  managed  on  their  behalf  by  the  Board. 

The  Board  operates  under  the  "prudent  expert  principle," 
diversifying  holdings  of  each  fund  to  minimize  risk  of  loss  and 
maximize  rate  of  return. 

2.  SUI»WARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

Investments 

Investments  are  presented  in  the  Statement  of  Investments  Managed 
at  book  value  (original  cost  adjusted  for  discount  and  premium 
amortization  where  applicable).  Premiums  and  discounts  are  amortized 
using  the  straight-line  method  over  the  life  of  the  securities.  An 
average  life  of  eight  years  is  used  for  amortization  of  mortgage 
discounts. 

Current  values  for  publicly  traded  securities  are  determined 
primarily  by  reference  to  market  prices  supplied  to  the  Board  by 
various  brokerage  houses  and  pricing  services.  The  investments  managed 
relate  principally  to  investments  which  will  be  held  or  otherwise 
disposed  of  at  no  significant  loss  to  the  fund. 

Bond  Swaps 

Bond  swaps  involve  trading  one  security  for  another  security 
having  the  same  par  value  for  the  purpose  of  enhancing  portfolio 
content  and/or  yield.  For  pension  funds,  the  Board  defers  gains  and 
losses  resulting  from  bond  swaps  and  amortizes  such  gains  and  losses 
over  the  shorter  of  the  remaining  life  of  either  the  bonds  sold  or  the 
replacement  bonds  purchased.  As  shown  in  the  accompanying  financial 
statements  the  accumulated  net  unamortized  deferred  loss  on  bond  swaps 
was  $10,786,848  at  June  30,  1991  and  $15,760,906  at  June  30,  1990.  The 
net  amortization  of  the  deferred  losses  on  bond  swaps  for  June  30,  1991 
was  $1,645,926  and  for  June  30,  1990  was  $1,916,178. 

3.  INVESTMENTS  NOT  UNDER  DIRECT  CONTROL 

Land  and  buildings  included  in  the  Investments  Managed  in  the 
accompanying  financial  statements  are  not  under  direct  control  of  the 
Board.  The  agencies  administering  these  assets  maintain  control  and 
provide  the  Board  with  the  necessary  financial  information.  Net  rental 
income  from  these  buildings  of  $10,032  and  $10,594  for  fiscal  years 
1991  and  1990,  respectively,  is  included  in  the  Investment  Income. 
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The  book  value  of  land  and  buildings  included  in  the  Investments 
Managed  in  the  accompanying  financial  statements  was  $231,404  at  June 
30,  1991  and  $225,468  at  June  30,  1990. 

4-   SECURITIES  LENDING 

The  Board  has  an  agreement  with  The  Chase  Manhattan  Bank  (Chase) 
whereby  Chase  would  loan  to  other  entities  securities  managed  by  the 
Board.  During  the  period  the  securities  are  on  loan,  the  Board 
receives  a  fee  and  Chase  must  maintain  collateral  equal  to  102  percent 
of  the  market  value  of  the  securities  loaned.  The  Board  retains  all 
rights  and  risks  of  ownership  during  the  loan  period.  Included  in 
income  in  the  accompanying  financial  statements  is  $353,611  for  fiscal 
year  1991  and  $304,184  for  fiscal  year  1990  of  income  from  securities 
lending  activities.  At  June  30,  1991  approximately  $190,860,408  and  at 
June  30,  1990  approximately  $141,994,621  of  securities  included  in 
these  financial  statements  had  been  loaned  by  Chase  to  other  entities. 

5.  INTEREST  RECEIVABLE 

Effective  July  1,  1990,  Board  management  changed  its  internal 
procedures  in  recording  purchased  interest.  This  change  is  consistent 
with  the  recording  of  purchased  interest  by  the  Board's  internal 
portfolio  management  system. 

Prior  to  July  1,  1990,  purchased  interest  was  recorded  in  a  separate 
control  account  on  SBAS.  Because  the  Board's  internal  system  includes 
purchased  interest  with  the  interest  receivable.  Board  personnel 
discontinued  recording  purchased  interest  separately  on  SBAS. 
Purchased  interest  was  combined  with  the  interest  receivable  control 
account  on  SBAS  for  fiscal  year  1991. 

The  June  30,  1990  interest  receivable,  per  the  Statement  of 
Investments  Managed,  was  restated  from  $57,200,781  to  $58,836,595  to 
include  the  June  30,  1990  interest  purchased  receivable  of  $1,635,814. 
The  Statement  of  Changes  in  Investments  Managed  reflects  the  change 
described  above  by  reporting  no  purchased  interest  for  fiscal  year  1991 
and  the  collection  of  the  June  30,  1990  purchased  interest  in  fiscal 
year  1991. 

6.  INVESTMENT  RISK  CATEGORIES 

State  of  Montana  investments  are  categorized  to  give  an  indication 
of  the  level  of  risk  assumed  at  June  30,  1991  and  June  30,  1990. 
Category  1  includes  investments  that  are  insured  or  registered  or 
securities  that  are  held  by  the  Board  or  its  agent  in  the  Board's 
name.  Category  2  includes  uninsured  and  unregistered,  with  securities 
held  by  the  counterparts  trust  department  or  agent  in  the  Board's 
name. 

Long-term  investments  are  carried  at  book  value  and  short-term 
investments  are  carried  at  original  cost. 
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STATE  OF  MONTANA 


LEGISLATIVE  AUDITOR: 
SCOTT  A. SEACAT 

LEGAL  COUNSEL: 

JOHNW.  NORTHEY 


i^iim  uf  tkt  Jlegislatiit^  ^nbititx 


STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/444  3122 


INDEPENDENT  AUDITOR'S  REPORT 


DEPUTY  LEGISLATIVE  AUDITORS: 

MARYBRYSON 
Operations  and  EDP  Audit 

JAMES  GILLETT 
Financial-Compliance  Audit 

JIM  PELLEGRINI 
Performance  Audit 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  Statement  of  Net  Asset  Value  for  the 
Montana  Board  of  Investments,  Short-Term  Investment  Pool,  as  of  June  30,  1991 
and  1990,  and  the  related  Statement  of  Changes  in  Net  Asset  Value  and  Statement 
of  Investment  Income  and  Distributions  for  the  two  fiscal  years  then  ended. 
These  financial  statements  are  the  responsibility  of  the  Board  of  Investments' 
management.   Our  responsibility  is  to  express  an  opinion  on  these  financial 
statements  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing 
standards.   Those  standards  require  that  we  plan  and  perform  the  audit  to  obtain 
reasonable  assurance  about  whether  the  financial  statements  are  free  of  material 
misstatement.    An  audit  includes  examining,  on  a  test  basis,  evidence  supporting 
the  amounts  and  disclosures  in  the  financial  statements.    An  audit  also  includes 
assessing  the  accounting  principles  used  and  significant  estimates  made  by 
management,  as  well  as  evaluiting  the  overall  financial  statement  presentation.    We 
believe  that  our  audit  provides  a  reasonable  basis  for  our  opinion. 

In  our  opinion,  the  financial  statements  referred  to  above  present  fairly,  in 
all  material  respects,  the  net  asset  value  of  the  Montana  Board  of  Investments, 
Short-Term  Investment  Pool,  as  of  June  30,  1991  and  1990,  and  its  investment 
income  and  distributions  and  changes  in  its  net  asset  value  for  the  fiscal  years  then 
ended  in  conformity  with  generally  accepted  accounting  principles. 


Respectfully  submitted. 


James  Gillett,  CPA 
Deputy  Legislative  Auditor 


September  20,  1991 
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STATE  OF  MONTANA  BOARD  OF  INVESTWENTS 
SHORT-TERM  INVESTMENT  POOL 

STATEMENT  OF  NET  ASSET  VALUE 
JUNE  30,  1991  AND  1990 


1991  1990 

Assets 


$ 

2,023,834 

$ 

36,918 

0 

64,001 

2,061,951 

2,724,923 

0 

35,670 

Cash 

Accounts  receivable 

Interest  receivable 

Receivable  from  participants 

Investments  managed  at  amortized 

cost  (Approximate  market  value 

of  $780,683,222  in  1991  and 

$657,294,642  in  1990)  780,325,773     657,302,467 

Total  assets  784,411,558     660,163,979 

Liabilities 

Advances 

Accounts  payable 
Income  due  participants 

Total  liabilities 

Net  asset  value 


Units  outstanding 
Unit  value 


510,272 

5,757,897 

3,889 

31,800 

46,279 

0 

6,272,058 

78,079 

$778,139,500 

$660. 

,085,900 

7,781,395 
$100 

6: 

,600,859 
$100 

The  accompanying  notes  are  an  integral  part 
of  these  financial  statements. 
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STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
SHORT-TERM  INVESTMENT  POOL 

STATEMENT  OF  CHANGES  IN  NET  ASSET  VALUE 

FOR  THE  FISCAL  YEARS  ENDED 

JUNE  30,  1991  and  1990 


1991  1990 


Net  asset  value,  beginning  of  year  $  660,085,900  $  681,902,900 
Value  of  units  purchased  by 

participants  2,542,229,400    1,600,067,000 

Value  of  units  sold  by  participants  (2,424,175,800)  (1,621,884,000) 

Net  asset  value,  end  of  year  $  778,139.500  $  660.085.900 


STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
SHORT-Tr.RM  INVESTMENT  POOL 

STATEMENT  OF  INVESTMENT  INCOME  AND  DISTRIBUTION 

FOR  THE  FISCAL  YEARS  ENDED 

JUNE  30,  1991  AND  1990 


1991  1990 


Investment  income  $53,731,820  $57,035,581 

Administrative  expenses  (412,654)  (410,747) 

Income  purchased  by  participants  7,249,373  4,643,086 
Income  due  participants, 

beginning  of  year  (35,670)  144,977 

Income  available  for  distribution  60,532,869  61,412,897 

Income  distribution  on  units  sold  7,216,108  5,190,380 

Distribution  53,312,872  56,258,187 

Total  distribution  60,528,980  61,448,567 

Income  due  participants,  end  of  year 

(Receivable  from  participants)  $     3.889  $   (35.670) 


The  accompanying  notes  are  an  integral  part 
of  these  financial  statements. 
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STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
SHORT-TERM  INVESTMENT  POOL 

NOTES  TO  FINANCIAL  STATEMENTS 
JUNE  30,  1991  AND  1990 


1.  HISTORY  AND  ORGANIZATION 

The  State  of  Montana  Board  of  Investments  (the  Board)  was  created 
by  an  act  of  the  Legislature  to  invest  and  manage  the  state  of 
Montana's  investment  funds  on  a  centralized  basis. 

The  purpose  of  the  Short-Term  Investment  Pool  (STIP)  is  to  obtain 
the  highest  possible  return,  yet  maintain  a  highly  liquid  position 
whereby  funds  may  be  invested  for  relatively  short  periods,  one  day  or 
more,  depending  upon  the  participant's  anticipated  use  of  the  funds. 
The  investments  and  the  income  from  STIP  are  owned  by  the  participants 
as  they  purchase  units  and  are  managed  on  their  behalf  by  the  Board. 

2.  SUrWARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

The  STIP  unit  value  is  fixed  at  $100.  The  total  price  to  buy  or 
sell  a  unit  is  $100  plus  income  accrued  per  unit  since  the  last 
distribution.  Effective  June  30,  1990,  the  STIP  distribution  is 
determined  as  of  the  last  calendar  day  of  each  month.  Participants 
have  the  option  of  having  the  income  automatically  reinvested  in 
additional  units. 

A  unit  purchased  by  a  participant  begins  accruing  income  on  the 
day  it  is  purchased  and  ceases  to  accrue  income  on  the  day  before  the 
unit  is  sold.  Participants  who  sell  units  between  distribution  dates 
receive  the  respective  investment  income  in  the  total  price  of  the  unit 
on  the  date  of  sale. 

Administrative  expenses  incurred  by  the  Board  are  charged  to  STIP 
daily  based  on  the  Board's  expenses  applicable  to  STIP. 

The  STIP  investment  portfolio  represents  securities  with  a 
maturity  of  less  than  one  year.  The  portfolio  is  carried  at  amortized 
cost  or  book  value. 

3.  SECURITIES  LENDING 

The  Board  has  an  agreement  with  The  Chase  Manhattan  Bank  (Chase) 
whereby  Chase  would  loan  to  other  entities  securities  managed  by  the 
Board.  During  the  period  the  securities  are  on  loan,  the  Board 
receives  a  fee  and  Chase  must  maintain  collateral  equal  to  102  percent 
of  the  market  value  of  the  securities  loaned.  The  Board  retains  all 
rights  and  risks  of  ownership  during  the  loan  period.  Security  lending 
income  totaled  $62,388  for  the  year  ended  June  30,  1991  and  $65,127 
for  the  year  ended  June  30,  1990.  At  June  30,  1991  and  June  30,  1990, 
respectively,  $9,724,162  and  $24,513,338  in  securities  were  loaned  by 
Chase  to  other  entities. 
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4.   INVESTWEMT  RISK  CATEGORIES 

State  of  Montana  investments  are  categorized  below  to  give  an 
indication  of  the  level  of  risk  assumed  at  June  30,  1991  and  June  30, 
1990.  Category  1  includes  investments  that  are  insured  or  registered 
or  securities  that  are  held  by  the  Board  or  its  agent  in  the  Board's 
name.  Category  2  includes  uninsured  and  unregistered,  with  securities 
held  by  the  counterparty  trust  department  or  agent  in  the  Board's 
name. 


June 

30, 

,  1991 

Carrying 

Market 

Investment  Type 

Category  1 
$371,953,243 

Category  2 
$        0 

Amount 

Value 

Bankers'  Acceptances 

$371,953,243 

$371,971,843 

Commercial  Paper 

178,919,940 

0 

178,919,940 

178,911,430 

Corporate  Obligations 

90,370,817 

0 

90,370,817 

90,628,149 

Montana  Certificates 

of  Deposits 

1,000,000 

0 

1,000,000 

1,000,000 

Government  Securities 

58,597,611 

9,724,162 

68,321,773 

68,411,800 

Repurchase  Agreements 

69,760,000 

0 

69,760,000 

69,760,000 

$770.601.611   $  9.724.162*   $780.325.773  $780.683.222 


June  30,  1990 


Carrying 

Market 

Investment  Type 

Category  1 
$286,451,639 

Category 
$ 

2 

0 

Amount 

Value 

Bankers'  Acceptances 

$286,451,639 

$286,527,192 

Commercial  Paper 

176,624,463 

0 

176,624,463 

176,666,070 

Corporate  Obligations 

80,980,070 

0 

80,980,070 

80,893,430 

Montana  Certificates 

of  Deposits 

1,500,000 

0 

1,500,000 

1,500,000 

Government  Securities 

69,532,957 

24,513, 

338 

94,046,295 

94,007,950 

Repurchase  Agreements 

17,700,000 

0 

17,700,000 

17,700,000 

$632.789.129   $24,513,338**  $657.302.467  $657.294.642 

*  At  June  30,  1991,  these  securities  with  a  market  value  of 
$9,750,350  were  loaned  under  a  security  lending  agreement  with 
the  state's  agent. 

**  At  June  30,  1990,  these  securities  with  a  market  value  of 
$24,506,900  were  loaned  under  a  security  lending  agreement  with 
the  state's  agent. 

5.   YEAR  END  PORTFOLIO 

The  June  30,  1991  STIP  portfolio  is  included  on  the  following 
pages. 
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Year   End   Portfolio   Report    as   of    06/30/91 


ihoil     Ti-im    Iiivi-slmi'iil    I'oiil       (6S0170'i1) 


I'.ii  /!,li,ucs/llnilR      Issuer 


('oupoii 


5,000 
5,000. 
3,000, 
5,000. 
3.500 
5.000. 
A.  500 
5,000. 
4,000. 
«.000. 
5,000, 
3,000, 
5,000. 
10,000, 


,000 
,000 
,000 
,000 
,000 
,000 
5.000 
5,000 
4,300 
10,000 
4,143 
4,000 
5,000 
4,000 
5,000 
5,000 
5,000 
5,000 
5,000 
5,000 
5,000 
5,000 
5,000 
5,000 
9,500 
5,300 
5.000 
5,000 
5,000 
5,000 
10,000 
5,000 
5,000 
5,000 
5,000 
5,000 
5,000 
5,000 


000.00 
000.00 
000.00 
000.00 
000.00 
000.00 
000.00 
000.00 
000.00 
.000.00 
.000.00 
,000.00 
,000.00 
,000.00 
.000.00 
,000.00 
,000.00 
.000.00 
.000.00 
.000.00 
,000.00 
,000.00 
,000.00 
,000.00 
.533.27 
.000.00 
,000.00 
.000.00 
,000.00 
,000.00 
,000.00 
,000.00 
,000.00 
,000.00 
,000.00 
,000.00 
,000.00 
,000.00 
,000.00 
,000.00 
.000.00 
,000.00 
,000.00 
,000.00 
,000.00 
,000.00 
,000.00 
,000.00 
.000.00 
.000.00 
.000.00 
.000.00 


FIRST  NATIONAL  BANK  BOSTON  MA  discount 

FIRST  NATIONAL  BANK  BOSTON    discount 

FIRST  NATIONAL  BANK  BOSTON    discount 

FIRST  NATIONAL  BANK  BOSTON    discount 

FIRST  NATIONAL  BANK  BOSTON    discount 

FIRST  NATIONAL  BANK  BOSTON  MA  discount 

FIRST  NATIONAL  BANK  BOSTON  MA  discount 

FIRST  NATIONAL  BANK  BOSTON  MA  discount 

BANK  OF  AMERICA  SF 

BANK  OF  AMERICA  SF 

BANK  OF  AMERICA  SF 

BANK  OF  AMERICA  SF 

BANK  OF  AMERICA  SF 

CHASE  MANHATTAN  BANK  NY 

CHASE  MANHATTAN  BANK  NY 

CHASE  MANHATTAN  BANK  NY 

CHASE  MANHATTAN  BANK  NY 

CHASE  MANHATTAN  BANK  NY 

CHASE  MANHATTAN  BANK  NY 

CHASE  MANHATTAN  BANK  NY 

CHASE  MANHATTAN  BANK 


NY 
CHASE  MANHATTAN  BANK  NY 
CHASE  MANHATTAN  BANK  NY 
CHASE  MANHATTAN  BANK  NY 
CHASE  MANHATTAN  BANK  NY 
CITIBANK  NY 
CITIBANK  NY 
CITIZENS  AND  SOUTHERN  NAT'L  GAdlscount 
CITIZENS  &  SOUTHERN  NATL  BANK  discount 


discount 
discount 
discount 
discount 
discount 
discount 
discount 
discount 
discount 
discount 
discount 
discount 
discount 
discount 
discount 
discount 
discount 
discount 
discount 


discount 
discount 
discount 
discount 
discount 
discount 
discount 
TRUST  NYdiscount 
discount 
discount 


CONTINENTAL  BANK  CHICAGO 
CONTINENTAL  BANK  CHICAGO 
CONTINENTAL  BANK  CHICAGO 
FIRST  BANK  MPLS 
FIRST  INTERSTATE  BANK  LA 
FIRST  INTERSTATE  BANK 
MANUFACTURERS  HANOVER  NY 
MANUFACTURERS  HANOVER 
MANUFACTURERS  HANOVER  NY 
MANUFACTURERS  HANOVER  NY 
MANUFACTURERS  HANOVER  NY  discount 
MANUFACTURERS  HANOVER  NY  discount 
MANUFACTURERS  HANOVER  NY  discount 
MELLON  BANK  PA  discount 

MELLON  BANK  PA  discount 

MELLON  BANK  PA  discount 

MELLON  BANK  PA  discount 

NATIONAL  BANK  OF  DETROIT  MI   discount 
NCNB  FLORIDA  discount 

NCNB  TEXAS  discount 

NCNB  NC  discount 

NORTHERN  TRUST  BANK  CHICAGO   discount 
NORTHERN   TRUST  BANK  CHICAGO  discount 


Malui  i  ty 

07/23/1991 
08/27/1991 
09/03/1991 
11/13/1991 
08/14/1991 
07/05/1991 
08/12/1991 
08/27/1991 
10/28/1991 
10/22/1991 
08/23/1991 
08/29/1991 
12/18/1991 
09/13/1991 
10/07/1991 
07/12/1991 
10/29/1991 
10/30/1991 
07/19/1991 
07/08/1991 
07/26/1991 
08/26/1991 
09/26/1991 
07/15/1991 
07/15/1991 
07/01/1991 
07/26/1991 
08/08/1991 
07/03/1991 
07/12/1991 
07/08/1991 
08/29/1991 
09/04/1991 
07/18/1991 
07/11/1991 
07/19/1991 
08/05/1991 
07/25/1991 
09/18/1991 
07/17/1991 
10/30/1991 
11/04/1991 
09/09/1991 
09/10/1991 
07/15/1991 
07/29/1991 
07/24/1991 
08/09/1991 
10/16/1991 
07/31/1991 
09/09/1991 
07/05/1991 


hook  Vnliir 


M.iikrI  V.ihii- 


4,981 

4,951 

2,967 

4,887 

3,474 

4,996 

4,467 

4,951 

3,923 

3,927 

4,957 

2,970 

4,857 

9,870 

3,934 

3,992 

4,903 

4,901 

4,985 

4,994 

4,979 

4,952 

4,236 

9,976 

4,133 

4,000 

4,979 

3,975 

4,998 

4,990 

4,994 

4,950 

4,946 

4,984 

4,991 

4,984 

4,968 

4,978 

9,374 

5,285 

4,903 

4,898 

4,939 

4.939 

9,975 

4,977 

4,981 

4,968 

4.910 

4.973 

4.940 

4,996 


,208.37 

,708.23 

,733.44 

,499.88 

.333.26 

,638.90 

.975.00 

.708.30 

,707.72 

.554.38 

,673.56 

,844.22 

,152.79 

.294.64 

,666.83 

,727.73 

,333.40 

,687.50 

,399.96 

.263.88 

.236.12 

.942.93 

,610.82 

,666.69 

,865.03 

,000.00 

,687.50 

,722.27 

,363.89 

,833.31 

,351. 

.751, 

,104.22 

,180.57 

,666.65 

,099.97 

,159.62 

,333.40 

,916.54 

,866.64 

,032.01 

,500.07 

,236.15 

,650.00 

,500.00 

,172.30 

,152.76 

,041.64 

,833.15 

,958.35 

.208.45 

.777.78 


.38 
.36 


4.981, 

4,953. 

2.968. 

4.887. 

3.474. 

4,996, 

4,468, 

4,953, 

3.921. 

3,925, 

4,956, 

2,970, 

4,858, 

9,878. 

3,935. 

3,992, 

4,900. 

4,899. 

4.985. 

4.994, 

4,979, 

4,953, 

4,238, 

9,976, 

4,133, 

4,000, 

4,979, 

3,975, 

4,998, 

4,990. 

4,994, 

4,951, 

4.946, 

4.985, 

4,991 

4,985 

4,971 

4,980 

9,376 

5,285 

4,899 

4,895 

4,942 

4,941 

9,976 

4,976 

4,980 

4,967 

4,911 

4.975 

4.942 

4.996 


750.00 
150.00 
440.00 
900.00 
660.00 
700.00 
905.00 
150.00 
320.00 
.280.00 
,400.00 
.900.00 
,100.00 
.300.00 
.200.00 
,680.00 
.850.00 
.500.00 
.050.00 
,200.00 
,250.00 
,950.00 
,467.00 
,700.00 
,878.84 
.000.00 
.250.00 
.000.00 
.350.00 
.850.00 
,200.00 
,500.00 
,550.00 
.900.00 
,700.00 
.050.00 
,200.00 
.050.00 
,595.00 
.902.00 
.500.00 
.350.00 
,450.00 
,600.00 
,700.00 
.750.00 
.900.00 
.950.00 
,600.00 
,100.00 
.450.00 
.700.00 
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Year  End  Portfolio  Report  as  of  06/30/91 
Short  Terra  Investment  Pool   (65017041) 
Par/Shares/Units  Issuer 


5,000 
4,000 
5,000 
5,000 
5,000 
5,000 
5,000 
5,000 
5,000 
3,000 
5,000 
5,000 


,000.00 
,000.00 
,000.00 
,000.00 
,000.00 
,000.00 
,000.00 
,000.00 
,000.00 
,000.00 
,000.00 
,000.00 


NORWEST  BANK 
NORWEST  BANK 
PHILADELPHIA 
REPBULIC  NATI 
REPUBLIC  NATL 
SECURITY  PACI 
SECURITY  PACI 
SECURITY  PACI 
SECURITY  PACI 
SECURITY  PACI 
SECURITY  PACI 
UNION  BANK  LA 


Coupon 

Maturity 

Book  Value 

Market  Value 

MN 

discount 

07/22/1991 

4,982,791.66 

4,982,550.00 

MN 

discount 

11/25/1991 

3,905,266.58 

3,902,320.00 

NAT'L  BANK  PA 

discount 

12/13/1991 

4,862,499.97 

4,862,250.00 

ONAL  BANK  NY 

discount 

07/17/1991 

4,987,333.36 

4,986,700.00 

.  BANK  NY 

discount 

07/03/1991 

4,998,380.55 

4,998,350.00 

FIC  BANK  LA 

discount 

08/15/1991 

4,960,625.00 

4,963,000.00 

FIC  BANK  LA 

discount 

07/02/1991 

4,999,197.22 

4,999,150.00 

FIC  LA 

discount 

08/06/1991 

4.970,949.98 

4,970,400.00 

FIC  BANK  LA 

discount 

08/02/1991 

4,973,422.24 

4,973,700.00 

FIC  BANK  LA 

discount 

08/19/1991 

2,975,622.50 

2,975,820.00 

FIC  BANK  LA 

discount 

08/06/1991 

4,969,999.95 

4,970,400.00 

discount 

09/30/1991 

4,923,661.21 

4,924,800.00 

323,243,533.27   Subtotal  for  DOMESTIC  BA   (BAD  ) 


5,000,000.00  BANK  OF  NOVA  SCOTIA 

5,000,000.00  BANK  OF  TOKYO  NY 

5.000,000.00  DAI  ICHI  KANGYO  BANK  NY 

5,500,000.00  MITSUI  TAI  KOBE 

5,000,000.00  NORINCHUKIN  BANK  NY 

5,500,000.00  NORINCHUKIN  BANK  NY 

5.000,000.00  NORINCHUKIN  BANK  NY 

5,800,000.00  SUMITOMO  BANK  LA 

5.000,000.00  SVENSKA  HANDELSBANKEN  NY 

5,000.000.00  SVENSKA  HANDELSBANKEN  NY 


51,800.000.00  Subtotal  for  FOREIGN  BA  (BAF  ) 
5,000,000.00  AMERICAN  GENERAL  FINANCE  CORP  862,500 
5,000,000.00   Subtotal  for  CORPORATE  BOND   (CBND) 


500,000.00 
500,000.00 


FIRST  SECURITY  BANK  LIVINGSTON 
VALLEY  BANK  BELGRADE  MT 


1,000,000,00  Subtotal  for  MONTANA  CD   (CDMT) 

5,000,000.00  ABBEY  NATIONAL  PLC  MTN 

5,000.000.00  FORD  MOTOR  CREDIT  CORP  MTN 

5,000,000.00  HOUSEHOLD  FINANCE  CORP 

5,000,000.00  ITT  FINANCIAL 

5,000,000.00  INTERNATIONAL  LEASE  FINANCE  CO 

5,000,000.00  POTOMAC  CAPITAL  INVESTMENT  COR 

5,000,000.00  SALOMON  BROTHERS  INC 

5,000,000.00  SEARS  ROEBUCK  AND  CO 

5,000,000.00  SECURITY  PACIFIC  CORP  MTN 

5,000,000.00  SHEARSON  LEHMAN  MTN 

5,000,000.00  SHEARSON  LEHMAN  MTN 

10,000,000.00  TOYOTA  MOTOR  CREDIT  CORP 

5.000,000.00  US  WEST  CAPITAL  FUNDING  MTN 

5,000,000.00  WELLS  FARGO  AND  CO  MTN 

3,900,000,00  WELLS  FARGO  AND  CO  MTN 


320,494,283.78 


51.458,958,59 


320.511,267.84 


discount 

08/14/1991 

4,964, 

,127.84 

4,963 

,800.00 

discount 

07/24/1991 

4,980, 

,769.43 

4,980 

,900.00 

discount 

09/23/1991 

4,930, 

,466.81 

4,930 

,950.00 

discount 

07/10/1991 

5,491, 

,722.48 

5,491, 

,805.00 

discount 

07/05/1991 

4,996, 

,622.22 

4,996, 

,700.00 

discount 

08/05/1991 

5.467, 

,809.62 

5,468, 

,320.00 

discount 

08/01/1991 

4,974, 

,812.50 

4,974, 

,500.00 

discount 

07/01/1991 

5,800, 

,000.00 

5,800, 

,000.00 

discount 

10/10/1991 

4,916, 

,815.19 

4,916, 

,550.00 

discount 

09/18/1991 

4,935, 

,812.50 

4,935, 

,050.00 

51,458,575.00 


)2.500 

06/30/1991 

5,000,000.00 

5.000,000.00 

ID) 

5.000,000.00 

5,000,000.00 

8.375 

09/19/1991 

500,000.00 

500,000.00 

6.300 

10/28/1991 

500,000.00 

500,000.00 

1,000,000.00 

1,000,000.00 

7.400 

01/24/1992 

4,997.885.76 

5,019,100.00 

7.050 

03/12/1992 

4,997,490.00 

5,006,550.00 

7.620 

03/13/1992 

5,000,000.00 

5.017.600.00 

6.725 

05/11/1992 

5,000,000.00 

4,989,700.00 

7.990 

12/09/1991 

5.000,417.91 

5,018,550.00 

8.370 

09/04/1991 

5.000,000.00 

5,013,050.00 

7.125 

04/30/1992 

5,000,000.00 

5,007,100.00 

8.000 

12/18/1991 

5.000,000.00 

5,030,600.00 

8.500 

11/12/1991 

5,000,000.00 

5,025,100.00 

7.750 

04/15/1992 

5,000,000.00 

5,030,950.00 

8.100 

03/20/1992 

5.000,000.00 

5,042,100.00 

6.680 

03/09/1992 

9,981,502.92 

9,997,400.00 

6.920 

03/30/1992 

4,995,654.30 

5,004,950.00 

7.200 

04/03/1992 

5.000,000.00 

4,999,350.00 

7.200 

04/13/1992 

3.898,706.25 

3.898,479.00 
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Year  End  Portfolio  Report  as  of  06/30/91 

Short  Term  Investment  Pool   (650170A1) 

Par/Shares/Units  Issuer  Coupon      Maturity         Book  Value       Market  Value 

5,000,000.00  WESTINGHOUSE  CREDIT  CORP         8.150    11/07/1991       4,999,160.21       5,024,300.00 

83,900.000.00  Subtotal  for  MEDIUM  TERM  NOTE   (CMTN)  83,870,817.35      84,124.879.00 

5,000,000.00  ASSET  SECURITIZATION  COOP  ASCCdlscount 

6,000,000.00  ASSET  SECURITIZATION  COOP 

5,000,000.00  ASSET  SECURITIZATION  COOP 

5.000,000.00  ASSET  SECURITIZATION  CO  OP 

5,000,000.00  ASSET  SECURITIZATION  CO-OP 

10,000,000.00  COOPERATIVE  RECEIVABLES  CORP 

5,000,000.00  ESC  SECURITIZATION 

5.000,000.00  PREFERRED  RECEIVABLES  FUNDING 


;dlscount 

07/31/1991 

4,975, 

,625.00 

4,975, 

,000.00 

discount 

08/16/1991 

5,955, 

,150.00 

5.953, 

,980.00 

discount 

08/13/1991 

4,964, 

,763.87 

4,964, 

,150.00 

discount 

08/22/1991 

4.957, 

,388.86 

4,956, 

,650.00 

discount 

09/12/1991 

4,940, 

,180.51 

4,939, 

,150.00 

discount 

07/15/1991 

9.976, 

,666.69 

9,976, 

,700.00 

discount 

07/29/1991 

4,976, 

,472.30 

4,976, 

,650.00 

discount 

08/20/1991 

4,959, 

,027.75 

4,958 

,350.00 

46,000,000.00  Subtotal  for  COMMERCIAL  PAPER  ASSET  BACKED   (CPAB) 


45,705,274.98 


45,700,630.00 


.000 

,000 

.00 

ABBEY  NATIONAL  NA 

discount 

01/03/1992 

4, 

,840, 

,608. 

.23 

4, 

,842, 

,700, 

.00 

,000 

,000, 

.00 

ABBEY  NATIONAL  NA 

discount 

12/13/1991 

4, 

,864, 

,791, 

,58 

4 

,861, 

,600, 

.00 

,000 

.000 

.00 

CIT  GROUP  HOLDINGS 

discount 

10/31/1991 

4, 

,896, 

,638, 

.76 

4, 

,898, 

.000, 

.00 

,000 

.000 

.00 

GENERAL  ELECTRIC  CAPITAL 

CORP 

discount 

07/10/1991 

4, 

,992, 

,499, 

,98 

4, 

,992, 

,500 

.00 

,000 

.000 

.00 

GENERAL  ELECTRIC  CAPITAL 

CORP 

discount 

07/15/1991 

4, 

,988 

,430, 

.56 

4 

,988, 

,350, 

.00 

.000 

,000 

.00 

INTELSAT 

discount 

07/09/1991 

4, 

,993, 

,611, 

.08 

4, 

,993, 

,350, 

.00 

,000 

,000 

.00 

JP  MORGAN  AND  CO 

discount 

09/05/1991 

4, 

,945, 

.733, 

.18 

4 

,945, 

,000 

.00 

,000 

.000 

.00 

JP  MORGAN  AND  CO 

discount 

09/26/1991 

4, 

,928, 

.466, 

.52 

4 

,927, 

,500 

.00 

,000 

.000 

.00 

PACCAR  FINANCIAL 

discount 

07/22/1991 

4, 

,978, 

.708, 

.41 

4, 

,982, 

,500, 

.00 

,000 

,000 

.00 

WASTE  MANAGEMENT  INC 

discount 

12/27/1991 

4, 

,850, 

,336, 

.02 

4, 

,849, 

,850, 

.00 

,000 

,000 

.00 

WHIRLPOOL  CORP 

discount 

10/15/1991 

4, 

,910, 

.930. 

.68 

4 

,911, 

,650, 

.00 

55.000.000.00  Subtotal  for  COMMERCIAL  PAPER  DOMESTIC   (CPD  ) 


5.000.000.00  ALLIED  LYONS  N  AMERICA  CORP 

5.000,000.00  AUSTRALIAN  WOOL  CORP 

5,000,000.00  AUSTRALIAN  WOOL  CORP 

5,000,000.00  AUSTRALIAN  TRADE  COMMISSION 

5.000,000.00  AUSTRALIAN  TRADE  COMMISSION 

5,000,000.00  CANADIAN  WHEAT  BOARD 

5,000,000.00  CANADIAN  WHEAT  BOARD 

5,000,000.00  DEN  DANSKE  CORP 

5,000,000.00  GLAXCO  HOLDING  PLC 

5,000,000.00  GLAXO  HOLDINGS  PLC 

5,000,000.00  HANSON  PLC 

10,000,000.00  PRIVATE  EXPORT  FUNDING  CORP 

5,000,000.00  SAN  PAOLO  US  FINANCIAL  CO 

10,000,000.00  SONY  CAPITAL  CORP 


54,190,755.00 


54,193,000.00 


discount 

08/08/1991 

4,968, 

,333.32 

4,968, 

,350.00 

discount 

10/17/1991 

4,908, 

,499.88 

4,910, 

,000.00 

discount 

07/30/1991 

4,975, 

,833.28 

4,975, 

,850.00 

discount 

09/16/1991 

4,935, 

,993.75 

4,935, 

,850.00 

discount 

09/16/1991 

4,935, 

,833.20 

4,935, 

,850.00 

discount 

08/20/1991 

4,959, 

,722.25 

4,958, 

,350.00 

discount 

07/15/1991 

4,988 

,430.56 

4.988, 

,350.00 

discount 

07/16/1991 

4,987 

,499.98 

4.987, 

,500.00 

discount 

09/17/1991 

4,937 

,166.71 

4.935, 

,000.00 

discount 

10/18/1991 

4,909 

,166.64 

4,909, 

,150.00 

discount 

09/11/1991 

4,939 

,500.04 

4,940 

.000.00 

discount 

07/15/1991 

9,976 

,861.12 

9,976, 

,700,00 

discount 

11/15/1991 

4,887 

,736.04 

4,885, 

.450.00 

discount 

12/20/1991 

9,713 

,333.57 

9,711 

,400.00 

80,000,000.00  Subtotal  for  COMMERCIAL  PAPER  FOREIGN   (CPF  ) 


5,000,000.00   FEDERAL  FARM  CREDIT  BANK 
5.000,000.00   FEDERAL  FARM  CREDIT  BANKS 


8.050 
8.050 


09/03/1991 
10/01/1991 


10,000,000.00   Subtotal  for  FEDERAL  FARM  CREDIT  BANK   (FCSB) 
5,000,000.00  FHLB  DISCOUNT  NOTE  discount    05/29/1992 

5,000,000.00   Subtotal  for  FEDERAL  HOME  LOAN  BANK   (FHDN) 


79.023,910.34 

5,000,000.00 
5,000,000.00 

10,000,000.00 

4,717,874.96 

4,717,874.96 


79,017,800.00 

5,015,600,00 
5.021,850.00 

10,037,450.00 

4,715,550.00 

4,715,550.00 
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Year  End  Portfolio  Report  as  of  06/30/91 
Short  Term  Investment  Pool   (65017041) 
Par/Shares/Units   Issuer  Coupon      Maturity 


Book  Value 


Market  Value 


5,000,000.00  FEDERAL  HOME  LOAN  BANK          6.550  03/25/1992 

5.000,000.00  Subtotal  for  FEDERAL  HOME  LOAN  BANK   (FHLB) 

1.500,000.00  XEROX  CREDIT  CORP               8.375  12/01/1991 

1,500.000.00  Subtotal  for  FINANCE   (FINA) 

5,000,000.00  FED  HOME  LN  MTG  CORP  DISCOUNT  discount  02/10/1992 

5,000,000.00  Subtotal  for  FEDERAL  HOME  LN  MTG.  CORP  (FHDN) 

5,000,000.00  STUDENT  LOAN  MARKETING  ASSOC  discount  0A/2A/1992 

5,000.000.00  Subtotal  for  STUDENT  LOAN  MARKET  ASSN.  (SLDN) 


discount 
discount 
discount 
discount 
discount 


5,000,000,00  US  TREASURY  BILL 

5,000,000.00  US  TREASURY  BILL 

5,000,000.00  US  TREASURY  BILL 

5,000,000.00  US  TREASURY  BILLS 

5,000,000.00  US  TREASURY  BILLS 

25,000,000.00  Subtotal  for  T-BILLS   (TBIL) 

5,000,000.00  US  TREASURY  NOTE 

5,000,000.00  US  TREASURY  NOTE 

5.000,000.00  US  TREASURY  NOTE  (J92) 


15,000,000.00  Subtotal  for  TREASURY  NOTE   (TNOT) 
69,760,000.00  CITIBANK  NY  .000 

69,760,000.00  Subtotal  for  REPO   (REP  ) 


09/26/1991 
02/13/1992 
03/12/1992 
04/09/1992 
OA/23/1992 


5,002,343.63 

5,002.343.63 

1.500,000.00 

1,500,000.00 

4,814,889.04 

4,814,889.04 

4,759,944.61 

4,759,944.61 

4,912.697.67 
4,811,464.02 
4,785,375.34 
4,767,703.93 
4.757,450.10 

24,034,691.06 


14,992,029.84 
69,760,000.00 
69,760,000.00 


5,004,700.00 

5,004,700.00 

1,503,270.00 

I ,503,270.00 

4,813,350.00 

4,813,350.00 

4.745.450.00 

4,745,450.00 

4,933,200.00 
4.817.150.00 
4,793,850.00 
4,769,650.00 
4,754,950.00 

24.068,800.00 


6.500 

n/15/1991 

4.986,148.62 

5,007,800.00 

6.625 

02/15/1992 

5.000.000.00 

5,009,350.00 

6.625 

05/15/1992 

5,005,881.22 

5,009,350.00 

15,026,500.00 
69,760,000.00 
69.760,000.00 


Total  for  Short  Term  Investment  Pool  (65017041) 


780,325.773.18 


780,683,221.84 
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STATE  OF  MONTANA 


LEGISLATIVE  AUDITOR: 
SCOTT  A.  SEACAT 

LEGAL  COUNSEL: 

JOHNW.  NORTHEY 


(^ttitt  jjf  tii:e  ^t^hlnii'sxt  ^ubxitix 


STATE  CAPITOL 

HELENA.  MONTANA  59620 

406/444-3122 


INDEPENDENT  AUDITOR'S  REPORT 


DEPUTY  LEGISLATIVE  AUDITORS: 

MARYBRYSON 
Operations  and  EDP  Audit 

JAMES  GILLETT 
Financial-Compliance  Audit 

JIM  PELLEGRINI 
Performance  Audit 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  Statement  of  Net  Asset  Value  for  the 
Montana  Board  of  Investments,  Montana  Common  Stock  Pool,  as  of  June  30,  1991 
and  1990,  and  the  related  Statement  of  Changes  in  Net  Asset  Value  and  Statement 
of  Investment  Income  and  Distributions  for  the  two  fiscal  years  then  ended. 
These  financial  statements  are  the  responsibility  of  the  Board  of  Investments' 
management.   Our  responsibility  is  to  express  an  opinion  on  these  financial 
statements  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing 
standards.   Those  standards  require  that  we  plan  and  perform  the  audit  to  obtain 
reasonable  assurance  about  whether  the  financial  statements  are  free  of  material 
misstatement.   An  audit  includes  examining,  on  a  test  basis,  evidence  supporting 
the  amounts  and  disclosures  in  the  financial  statements.   An  audit  also  includes 
assessing  the  accounting  principles  used  and  significant  estimates  made  by 
management,  as  well  as  evaluating  the  overall  financial  statement  presentation.   We 
believe  that  our  audit  provides  a  reasonable  basis  for  our  opinion. 

In  our  opinion,  the  financial  statements  referred  to  above  present  fairly,  in 
all  material  respects,  the  net  asset  value  of  the  Montana  Board  of  Investments, 
Montana  Common  Stock  Pool,  as  of  June  30,  1991  and  1990,  and  its  investment 
income  and  distributions  and  changes  in  its  net  asset  value  for  the  fiscal  years  then 
ended  in  conformity  with  generally  accepted  accounting  principles. 


Respectfully  submitted, 


James  Gillett,  CPA 
Deputy  Legislative  Auditor 


September  20,  1991 
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STATE  OF  MOtfTANA  BOARD  OF  INVESTHEMTS 
MONTANA  COmOH   STOCK  POOL 

STATEMENT  OF  NET  ASSET  VALUE 
JUNE  30,  1991  AND  1990 


1991  1990 


Assets 

Cash 

Dividend  receivable 

Broker  receivable  for  securities 

sold  but  not  settled 
Interest  receivable 
Investments  managed  at  current  value 

(Cost  of  $352,581,226  in  1991  and 

$247,879,990  in  1990) 

Total  assets 

Liabilities 

Loans  payable 
Income  due  participants 
Broker  payable  for  securities 
purchased  but  not  settled 

Total  liabilities 

Net  asset  value 

Units  outstanding 
Unit  value 


$  1,247,761 
1,082,880 

$     21,702 
985,940 

3,470,884 
0 

0 
777 

482,063,775 

371,374,294 

487,865,300 

372,382,713 

64,001 

403 

300,314 

7,793,816 

1,941,500 

7,794,219 

2,305,815 

$480,071,081 

$370,076,898 

173,785 

138,245 

2,762 

2,677 

STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
MONTANA  COffWN  STOCK  POOL 

STATEMENT  OF  CHANGES  IN  NET  ASSET  VALUE 
JUNE  30,  1991  AND  1990 


1991  1990 


Net  asset  value,  beginning  of  year 
Value  of  units  purchased  by 

participants 
Value  of  units  sold  by  participants 
Changes  in  current  value  of 

investments  managed 

Net  asset  value,  end  of  year 


$370,076,898 

$296,613,026 

85,490,025 
0 

40,012,264 
0 

24,504,158 

33,451,608 

$480,071,081 

$370,076,898 

The  accompanying  notes  are  an  integral  part 
of  these  financial  statements. 
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STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
MONTANA  COffWN  STOCK  POOL 

STATEMENT  OF  INVESTMENT  INCOME  AND  DISTRIBUTIONS 
JUNE  30,  1991  AND  1990 


1991 


1990 


Investment  income 
Administrative  expenses 
Income  purchased  by  participants 
Income  due  participants, 
beginning  of  year 

Income  available  for  distribution 
Distribution  (Note  2) 


$17,472,033 
(288,425) 
16,190 


300,314 


17,500,112 
17,499,709 


Income  due  participants,  end  of  year   $_ 


403 


$15,316,303 
(252,908) 
0 

196,278 

15,259,673 
(14,959,359) 

$   300.314 


The  accompanyinq  notes  are  an  integral  part 
of  these  financial  statements. 
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STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
MONTANA  COfflON  STOCK  POOL 

NOTES  TO  FINANCIAL  STATEMENTS 
JUNE  30,  1991  AND  1990 

1.  HISTORY  AND  ORGANIZATION 

The  State  of  Montana  Board  of  Investments  (the  Board)  was  created 
by  an  act  of  the  Legislature  to  invest  and  manage  the  state  of 
Montana's  investment  funds  on  a  centralized  basis.  The  Montana  Common 
Stock  Pool  (Montcomp)  was  created  to  allow  retirement  funds  the 
opportunity  to  participate  in  the  equity  market  via  a  diversified 
pool . 

Montcomp  was  created  as  of  July  1,  1980  by  the  transfer  of  all 
common  stock  owned  by  the  Public  Employees'  Retirement  System, 
Teachers'  Retirement  System,  and  other  funds  into  Montcomp. 

2.  SUM1ARY  OF  SIGNIFICANT  ACCOUffTING  POLICIES 

The  Public  Employees'  Retirement  System  and  the  Teachers' 
Retirement  System  transferred  virtually  all  stock  owned  into  Montcomp 
at  the  start-up  date  and  were  issued  units  according  to  the  market 
value  of  thair  contribution,  retaining  their  original  total  cost  basis. 

The  initial  unit  value  as  of  July  1,  1980  was  $1,000.  Unit  values 
thereafter  are  calculated  once  a  month  at  the  close  of  the  last 
business  day  of  the  month  based  upon  the  market  value  of  the  Montcomp 
equity  holdings  and  other  assets.  Based  on  the  investment  officers' 
decision,  participants  may  then  buy  or  sell  units  on  the  first  business 
day  of  each  month. 

Depending  on  the  stock  market  conditions  and  the  investment 
officers'  analysis,  unit  values  may  be  calculated  during  the  month  to 
permit  participants  to  buy  or  sell  units  the  following  business  day. 

As  reported  in  the  Statement  of  Changes  in  Net  Asset  Value,  the 
value  of  units  purchased  by  participants  increased  from  $40  million  to 
$85.5  million  in  fiscal  year  1991.  This  increase  reflects  the 
investment  policy  change  to  increase  the  common  stock  investments  of 
the  retirement  funds. 

During  fiscal  year  1990,  Montcomp  distributed  to  each  participant 
investment  income  on  the  last  business  day  of  each  month.  Effective 
June  30,  1990,  the  Montcomp  distribution  is  determined  as  of  the  last 
calendar  day  of  each  month.  This  distribution  is  based  on  the  full 
accrual  basis  so  that  all  dividends  and  interest  accrued  during  the 
month  are  returned  to  the  participants  based  on  the  number  of  their 
units  outstanding. 
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3.  SECURITIES  LENDING 

The  Board  has  an  agreement  with  The  Chase  Manhattan  Bank  (Chase) 
to  loan  other  entities  securities  managed  by  the  Board.  During  the 
period  the  securities  are  on  loan,  the  Board  receives  a  fee  and  Chase 
must  maintain  collateral  equal  to  102  percent  of  the  market  value  of 
the  securities  loaned.  The  Board  retains  all  rights  and  risks  of 
ownership  during  the  loan  period.  Included  in  investment  income  in  the 
accompanying  financial  statements  is  $12,849  for  fiscal  year  1991  and 
$9,985  for  fiscal  year  1990  of  income  from  securities  lending 
activities.  At  fiscal  year  end  1991  approximately  $5,944,808  and  at 
fiscal  year  end  1990  approximately  $1,865,675  of  securities  included  in 
these  financial  statements  had  been  loaned  by  Chase  to  other  entities. 

4.  INVESTMEMT  RISK  CATEGORIES 

State  of  Montana  investments  are  categorized  below  to  give  an 
indication  of  the  level  of  risk  assumed  at  June  30,  1991  and  June  30, 
1990.  Category  1  includes  investments  that  are  insured  or  registered 
or  securities  that  are  held  by  the  Board  or  its  agent  in  the  Board's 
name.  Category  2  includes  uninsured  and  unregistered,  with  securities 
held  by  the  counterparty  trust  department  or  agent  in  the  Board's 
name. 

June  30,  1991 


Investment  Type 

Category  1 

$309,289,418 
37,347,000 

$346,636,418 

Category  1 

$197,874,315 
48,140,000 

$246,014,315 

Category  2 
$5,944,808* 

Carrying 
Amount 

Market 
Value 

Corporate  Stocks 
STIP 

$315,234,226 
37,347,000 

$352,581,226 

Carrying 
Amount 

$444,716,775 
37,347,000 

Investment  Type 

$5,944,808 

June  30,  1990 

Category  2 
$1,865,675** 

$482,063,775 

Market 
Value 

Corporate  Stocks 
STIP 

$199,739,990 
48,140,000 

$247,879,990 

$323,234,294 
48,140,000 

$1,865,675 

$371,374,294 

** 


5. 


At  June  30,  1991,  these  securities  with  a  market  value  of 
$5,323,487  were  loaned  under  a  security  lending  agreement  with  the 
state's  agent. 

At  June  30,  1990,  these  securities  with  a  market  value  of  $218,750 
were  loaned  under  a  security  lending  agreement  with  the  state's 
agent. 

YEAR  END  PORTFOLIO 

The  June  30,  1991  Montcomp  portfolio  is  included  on  the  following 


pages. 
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Year  End  Portfolio  Report  as  of  06/30/91 


MTCMP   (65017044) 

Par/Shares/Onits  Issuer 

120,000.00  BOEING 

130,000.00  UNITED  TECHNOLOGIES 

250,000.00  Subtotal  for  AEROSPACE  (0002) 

70,000.00  E  G  &  G  INC 

70,000.00  Subtotal  for  AEROSPACE  —DEFENSE  ELECTR   (0003) 

30,000.00  DELTA  AIR  LINES 

30,000.00  Subtotal  for  AIR  TRANSPORT  (0004) 

140.000.00  FORD  MOTOR  CO 

140,000.00  Subtotal  for  AUTOMOTIVE  -  CAR   (0006) 

66,000.00  BANC  ONE  CORP 

100,000.00  FIRST  BANK  SYSTEM 

180.000.00  FIRST  UNION  BANK 

50,000.00  FIRST  WACHOVIA 

70,000.00  FLEET  NORSTAR  FINANCIAL 

190,000.00  NORWEST  CORP 

50,000.00  PNC  FINANCIAL 

706,000.00  Subtotal  for  BANKS— REGIONAL   (0011) 

290,000.00  PEPSICO  INC 

290,000.00  Subtotal  for  BEVERAGES /SOFT  DRINKS   (0013) 

70,000.00  MASCO  CORP 

40,400.00  PPG  INDUSTRIES 

60,000.00  SHERWIN  WILLIAMS 

170,400.00  Subtotal  for  BLDG.  MATERIALS  -  DIVERSIFIED   (0015) 

60,000.00  AMERICAN  CYAHAMID 

100,000.00  DOW  CHEMICAL 

80,000.00  DUPONT 

30,000.00  MINNESOTA  MINING 

120,000.00  MONSANTO 

390,000.00  Subtotal  for  CHEMICALS— MAJOR   (0017) 

271,500.00  HANSON  PLC 

70,000.00  TYCO  LABS 

341,500.00  Subtotal  for  CONGLOMERATES   (0020) 

55,000.00  BALL  CORPORATION 

55,000.00  Subtotal  for  CONTAINERS— METALS   (0022) 


Book  Value 

3,028,400.00 
6,058,937.50 

9,087,337.50 

2,047,100.00 

2,047,100.00 

1,084.000.00 

1.084.000.00 

5.683.700.00 

5,683,700.00 

1,507,925.00 
1,492,102.50 
3,854,475.00 
1,127,345.22 
1,119,202.63 
1.739,231.63 
2.153,800.00 

12,994,081.98 

3.258,904.81 

3,258,904.81 

1,873,000.00 

1,600,782.00 

799.200.00 

4.272.982.00 

2.410,625.00 
3.806.587.77 
2.546,860.00 
1.301.150.96 
3.630.783.94 

13.696,007.67 

5.083.345.00 
1.223.163.58 

6.306.508.58 

1.020.369.10 

1.020,369.10 


Market  Value 

5.475.000.00 
5.768,750.00 

11,243,750.00 

2,800,000.00 

2,800,000.00 

2,058,750.00 

2,058,750.00 

5.040,000.00 

5,040.000.00 

2.524,500.00 
1,837,500,00 
4,005.000.00 
2.493,750,00 
1,548,750.00 
5,225,000.00 
1,806,250.00 

19,440,750.00 

8,410,000.00 

8,410,000.00 

1,618,750.00 
2.232,100.00 
1,462,500.00 

5,313,350.00 

3,877,500.00 
5,312,500.00 
3,670,000.00 
2,808,750.00 
7,920,000.00 

23,588,750.00 

4,513,687.50 
3,360,000.00 

7,873,687.50 

1,732.500.00 

1.732.500.00 
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Year  End  Portfolio  Report  as  of  06/30/91 


MTCMP  (65017044) 

Par/Shares/Units  Issuer 

90,000.00  AMERICAN  HOME  PRODUCTS 

75,000.00  BRISTOL  MEYERS 

45.000.00  ELI  LILLY 

80,000.00  MERCK 

50,000.00  SHERING  PLOUGH 

90,000.00  SMITHKLINE  BEECHAM 

160,000.00  SYNTEX 

60,000.00  UPJOHN 

650,000.00  Subtotal  for  DRUGS  (0025) 

60,000.00  EMERSON  ELECTRIC 

100,000.00  GENERAL  ELECTRIC 

160,000.00  Subtotal  for  ELECT  EQUIP— MAJOR  DIV   (0028) 

100,000.00  AMP  INC 

100,000.00  Subtotal  for  ELECTRICAL  EQUIP  -  CONNECTORS   (0029) 

110,000.00  INTEL  CORP 

120,000.00  MOTOROLA  INC 

230,000.00  Subtotal  for  ELECTRONICS— SEMI /COMPONENTS   (0031) 

100,000.00  HOUSEHOLD  INTERNATIONAL 

100,000.00  Subtotal  for  FINANCE  COMPANIES   (0036) 

250,000.00  ARCHER  DANIELS  MIDLAND 

250,000.00  Subtotal  for  FOOD— COMMODITIES   (0041) 

120,000.00  BORDEN 

65,000.00  CPC  INTERNATIONAL 

80,000.00  GENERAL  MILLS 

160,000.00  GRAND  MET  PLC 

55,000.00  KELLOGG  CO 

480.000.00  Subtotal  for  FOODS— PROCESSED   (0044) 

70,000.00  GEORGIA  PACIFIC 

70,000.00  Subtotal  for  FOREST  PRODUCTS   (0045) 

100.000.00  NATIONAL  MEDICAL  ENTERPRISES 

100,000.00  Subtotal  for  HOSPITAL  MANAGEMENT   (0049) 

160,000.00  ABBOTT  LABS 

100,000.00  BECKMAN  INSTRUMENTS 

60,000.00  BECTON  DICKINSON  «,  CO 


Book  Value 

2.693,713.07 
2,069,298.30 

613,655.92 
3,372,718.66 
2,054,000.00 
3,073,068.28 
1.239,772.39 

569.106.70 

15,685,333.32 

1,851.322.98 
5,260,500.00 

7,111,822.98 

4,402,600.00 

4,402,600.00 

3.523.150.00 
5.752,675.00 

9,275,825.00 

4,437.712.50 

4,437,712.50 

5,163,372.50 

5,163,372.50 

3,796,977.50 
1,466.729.46 
1.064,387.41 
4,316,490.00 
3.568,775.00 

14,213,359.37 

2,661,675.00 

2,661.675.00 

2.705.700.00 

2,705,700.00 

853,337.34 
1.475,176.08 
3.866,487.52 


Maiki-t  V.iluo 

5,366,250.00 
5,831,250.00 
3,234,375.00 
9,290,000.00 
2,487.500.00 
4,736,250.00 
6,120,000.00 
2,542,500.00 

39,608,125.00 

2,797,500.00 
7,412,500.00 

10.210,000.00 

4,975.000.00 

4,975,000.00 

5.115,000.00 
7,980,000.00 

13,095.000.00 

4,512,500.00 

4,512,500.00 

5,875,000.00 

5,875,000.00 

4,185,000.00 
5,549,375.00 
4.520,000.00 
3,780,000.00 
5.410,625.00 

23,445,000.00 

3,657,500.00 

3,657,500.00 

4,362,500.00 

4,362,500.00 

8.280,000.00 
1,812,500.00 
4,462,500.00 
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Year  End  Portfolio  Report  as  of  06/30/91 
MTCMP   (6501704^) 

Par/Shares/Units  Issuer 

35.000.00  JOHNSON  (.   JOHNSON 

355.000.00  Subtotal  for  HOSPITAL  SUPPLIES   (0051) 

100,000.00  APPLE  COMPUTERS  INC 

80.000.00  IBM 

80,000.00  NCR  CORPORATION 

100,000.00  UNISYS 

360,000.00  Subtotal  for  INFO  PRO— COMPUTER   (0054) 

90,000.00  DIGITAL  EQUIPMENT 

90,000.00  Subtotal  for  INFO  PROC— MINICOMPUTER   (0056) 

65,000.00  XEROX 

65,000.00  Subtotal  for  INFO  PROC— OFFICE  AUTOMATION   (0057) 

31,200.00  MARSH  f.   MCLENNAN 

31.200.00  Subtotal  for  INSURANCE  -  BROKERS   (0061) 

80.000.00  ST  PAUL  COS 

80.000.00  Subtotal  for  INSURANCE— CASUALTY   (0062) 

50,000.00  PROVIDENT  LIFE  (.   ACCDNT  CLS  B 

50,000.00  Subtotal  for  INSURANCE— LIFE   (0064) 

60,000.00  AMERICAN  INTL  GROUP  INC 

35.000.00  GENERAL  RE 

95.000.00  Subtotal  for  INSURANCE— SPECIALTY   (0067) 

200.000.00  AMETEK  INC 

200,000.00  Subtotal  for  MACHINERY— INDUSTRIAL  (0072) 

60,000.00  DUN  AND  BRADSTREET 

72,500.00  GANNETT 

60,000.00  NEW  YORK  TIMES 

130,000.00  REUTERS  HOLDINGS 

10,000.00  TIME  INC 

332.500.00  Subtotal  for  MEDIA— PUBLISHING   (0078) 

30.000.00  DAYTON  HUDSON 

80.000.00  MAY  DEPARTMENT  STORES 

110,000.00  Subtotal  for  MERCHANDISING— DEPARTMENT   (0079) 


Book  Value 
1,296,406.50 

7.491,407.44 

3,995,500.00 
7,473,023.18 
2.733.283.00 
1,756,263.88 

15,958.070.06 

6,857,200.00 

6,857,200.00 

2,882,918.60 

2.882,918.60 

1.815,846.00 

1.815.846.00 

3,513,660.34 

3,513,660.34 

445,078.15 

445.078.15 

4,361,122.50 
2.133,825.00 

6,494.947.50 

1.565.378.16 

1,565,378.16 

2,892,300.00 
2.783.637.50 
1.463,550.00 
5.282.910.00 
377.400.35 

12,799.797.85 

1.094.512.50 
1.437.322.56 

2.531.835.06 


Market  Value 

2.922.500.00 

17,477.500.00 

4.150.000.00 

7,770,000.00 

8,560.000.00 

375.000.00 

20,855.000.00 

5.355.000.00 

5.355.000.00 

3.510.000.00 

3.510.000.00 

2.441 ,400.00 

2.441.400.00 

5.020.000.00 

5.020,000.00 

900,000.00 

900.000.00 

5.055.000.00 
3.329.375.00 

8,384.375.00 

2.500.000.00 

2.500.000.00 

2,842.500.00 
3.045.000.00 
1.447.500.00 
4.761.250.00 
881.250.00 

12.977.500.00 

2.145.000.00 
4.260.000.00 

6.405.000.00 
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Year  End  Portfolio  Report  as  of  06/30/91 


MTCMP   (65017044) 

Par/Shares/Unlts  Issuer 

100.000.00  RYKOFF-SEXTON 

162.500.00  SUPER  VALU  STORES 

262.500.00  Subtotal  for  MERCHANDISING— FOOD   (0081) 

110,000.00  UOOLWORTII  CORP 

110.000.00  Subtotal  for  MASS  MERCHANDISING   (0082) 

30.000.00  DISNEY  (WALT)  CO 

170.000.00  THE  LIMITED  INC 

200.000.00  Subtotal  for  MERCHANDISING  -  SPECIALTY   (0083) 

10,000.00  USX-US  STEEL  GROUP 

10.000.00  Subtotal  for  METALS— STEEL  (0087) 

73.100.00  PACIFIC  ENTERPRISES 

120.000.00  SOUTHWEST  GAS  CORPORATION 

193,100.00  Subtotal  for  NATURAL  GAS— DISTRIBUTION   (0090) 

100,000.00  ARKLA 

110,000.00  BURLINGTON  RESOURCES 

100.000.00  PANHANDLE  EASTERN  CORP 

UO.000.00  QUESTAR  CORP 

A50,000.00  Subtotal  for  NATURAL  GAS— DIVERSIFIED   (0091) 

90,000.00  AMOCO  CORP 

30,000.00  ATLANTIC  RICHFIELD 

30,000.00  OCCIDENTAL  PETROLEUM 

50,000.00  PHILLIPS  PETRO 

50,000.00  USX-MARATHON  GROUP 

100,000.00  UNOCAL  CORP 

350,000.00  Subtotal  for  OIL— INTERGRATED  DOMESTIC  (0093) 

50.000.00  CHEVRON 

80.000.00  EXXON 

110,000.00  MOBIL 

110,000.00  TEXACO 

350,000.00  Subtotal  for  OIL— INTEGRATED  INTERNATIONAL   (0094) 

60,000.00  ANADARKO  PETROLEUM 

60,000.00  Subtotal  for  OIL  AND  GAS  PRODUCERS   (0097) 

50,000.00  CONSOLIDATED  PAPERS 

45,000.00  INTERNATIONAL  PAPER 


Book  Value 

1,955,412.50 
3,753,524.90 

5,708,937.40 

3,177.350.00 

3.177,350.00 

3,439,900.00 
3,229,850.00 

6,669,750.00 

192,530.74 

192,530.74 

2,909,660.50 
2,239,900.00 

5,149,560.50 

890,308.06 
2,721,615.37 
1,528,110.76 
2,316,012.50 

7,456,046.69 

2,524.846.61 
1,275.365.05 
744.936.84 
1,297,750.00 
1,152,051.55 
2,315,500.00 

9,310,450.05 

1,943,954.66 
1,131.627.79 
3.723,034.41 
6,282,550.00 

13.081,166.86 

881,482.55 

881,482.55 

1,746,500.00 
1,846,500.00 


Market  Value 

2,012,500.00 
4,529,687.50 

6,542.187.50 

3.410,000.00 

3,410,000.00 

3,345,000.00 
4,802,500.00 

8,147,500.00 

228.750.00 

228,750.00 

1,900,600.00 
1,380.000.00 

3.280.600.00 

1.637.500.00 
4.180.000.00 
1.162.500.04 
2,677,500.00 

9,657,500.04 

4,556,250.00 
3,442,500.00 
641.250.00 
1,275,000.00 
1,131,250.00 
2,337,500.00 

13,383,750.00 

3,500,000.00 
4,670,000.00 
7,067,500.00 
6,600,000.00 

21,837,500.00 

1,485,000.00 

1,485.000.00 

1,937,500.00 
3,172,500.00 
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Year  End  Portfolio  Report  as  of  Of>/30/91 

MTCMI'   (65017044) 

Pat /Shares/Units  Issuer 

60,000.00  TEMPLE  INLAND 

155.000.00  Subtotal  for  PAPER  PRODUCTS   (0099) 

130,000.00  EASTMAN  KODAK 

130,000.00  Subtotal  for  PHOTOGRAPHY   (0100) 

90,000.00  GENERAL  SIGNAL 

90,000.00  Subtotal  for  POLLUTION  CONTROL   (0101) 

50,000.00  DONNELLY  RR  &  SONS 

80,000.00  WALLACE  COMPUTER  SERVICES 

130,000.00  Subtotal  for  PRINTING  RELATED  (0102) 

180,000.00  BURLINGTON  NORTHERN 

180,000.00  Subtotal  for  RAILROADS   (0103) 

180,000.00  MCDONALDS  CORP 

180,000.00  Subtotal  for  RESTAURANTS   (0113) 

45,000.00  COMMUNICATIONS  SATELLITE 

100,000.00  HARRIS  CORP 

145,000.00  Subtotal  for  TELECOMM/TECHNOLOGY   (0117) 

140,000.00  PHILIP  MORRIS 

140,000.00  Subtotal  for  TOBACCO   (0120) 

190,000.00  AT6.T 

50,000.00  BELL  ATLANTIC  CORP. 

190,000.00  GTE  CORP 

84,000.00  PACIFIC  TELECOM 

60,000.00  PACIFIC  TELESIS  GROUP 

33,000.00  SOUTHWESTERN  BELL  CORP 

607,000.00  Subtotal  for  UTILITIES—COMMUNICATIONS   (0124) 

60,000.00  COMMONWEALTH  EDISON 

84,000.00  FPL  GROUP 

80,000.00  MDU  RESOURCES  GROUP 

105,000.00  MONTANA  POWER  CO 

75,000.00  NEW  ENGLAND  ELECTRIC 

82,200.00  NORTHERN  STATES  POWER  CO 

110,000.00  PACIFIC  GAS  f.   ELECTRIC 

140.000.00  PACIFICORP 

no. 000. 00  WISTINOMOUSE  ELECTRIC 

926,200.00  Subtotal  for  UTILITIES— ELECTRIC   (0125) 


Book  Value 

655,494.53 

4,248.494.53 

5,367,900.00 

5,367,900.00 

3,777,563.28 

3,777,563.28 

1.352,665.00 
1,662,762.50 

3,015,427.50 

4,883,824.29 

4,883,824.29 

5,214,400.00 

5,214,400.00 

888,428.74 
2,636,726.36 

3,525,155.10 

6,923.086.00 

6.923.086.00 

6,239,236.77 
1,527,663.05 
3,108,964.78 
1,271,731.25 
1,404.910.72 
827,884.50 

14,380,391.07 

1.829,625.00 
1,354,808.95 
798,834.43 
1,990.275.00 
1,819,375.00 
2,626,588.50 
2,120,600.00 
1,514,471.37 
6,093,200.00 

20,147,778.25 


Market  Value 

2,722,500.00 

7,832,500.00 

5,037,500.00 

5,037,500.00 

3,915,000.00 

3,915,000.00 

2,162,500.00 
1,840,000.00 

4,002.500.00 

5,175,000.00 

5,175,000.00 

5,917,500.00 

5,917,500.00 

1,288,125.00 
2,587,500.00 

3.875,625.00 

8,890.000.00 

8,890,000.00 

7,267,500.00 
2,350,000.00 
5,628,750.00 
2.205,000.00 
2,535,000.00 
1,761,375.00 

21,747,625.00 

2,167,500.00 
2,541,000.00 
1,660,000.00 
2,349,375.00 
2,100,000.00 
2,846,175.00 
2,777,500.00 
2,940,000.00 
5,343.750.00 

24,725,300.00 
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Year  End  Portfolio  Report  as  of  06/30/91 
MTCMP   (65017044) 

Par/Shares/Units   Issuer  Book  Value  Market  Value 

25,000.00   AUSTRIA  FUND  INC  248.875.00  237,500.00 

25,000.00   Subtotal  for  EQUITY  COUNTRY  FUNDS   (0126)  248.875.00  237,500.00 

160,000.00  CITICORP  4,409,525.00  2.320,000.00 

160,000.00  Subtotal  for  BANKS— MULTINATIONALS   (0010)  4.409,525.00  2,320,000.00 

11.205,400.00  Subtotal  for  MTCMP   (65017044)  315,234,226.28  444,716,775.04 

373,470.00  SHORT  TERM  INVESTMENT  POOL        .000    12/31/1999  37.347,000.00  37,347,000.00 

Total  for  MTCMP   (65017044)  352,581,226.28  482,063,775.04 
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STATE  OF  MONTANA 


LEGISLATIVE  AUDITOR: 
SCOTT  A. SEACAT 

LEGAL  COUNSEL: 

JOHN  W.  NORTHEY 


f^tiht  ixt  tht  ^t^isinii'txt  ^uhiiixx 


STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/444-3122 


INDEPENDENT  AUDITOR'S  REPORT 


DEPUTY  LEGISLATIVE  AUDITORS: 

MARYBRYSON 
Operations  and  EDP  Audit 

JAMES  GILLETT 
Financial-Compliance  Audit 

JIM  PELLEGRINI 
Performance  Audit 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  financial  statements  of  the  Enterprise  Fund  and  Non- 
Expendable  Trust  Funds  of  the  Montana  Board  of  Investments,  as  of  and  for  the  fiscal  year 
ended  June  30,  1991,  as  listed  in  the  table  of  contents.   These  financial  statements  are  the 
responsibility  of  the  Board  of  Investments'  management.   Our  responsibility  is  to  express  an 
opinion  on  these  financial  statements  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards.   Those 
standards  require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about 
whether  the  financial  statements  are  free  of  material  misstatement.    An  audit  includes  examining, 
on  a  test  basis,  evidence  supporting  the  amounts  and  disclosures  in  the  financial  statements.    An 
audit  also  includes  assessing  the  accounting  principles  used  and  significant  estimates  made  by 
management,  as  well  as  evaluating  the  overall  financial  statement  presentation.    We  believe  that 
our  audit  provides  a  reasonable  basis  for  our  opinion. 

As  discussed  in  Note  1,  the  financial  statements  present  only  the  Development  Finance 
Program  -  Enterprise  Fund,  the  Montana  In-State  Investment  and  Loan  Loss  Reserve  Funds  - 
Non-Expendable  Trust  Fund  and  are  not  intended  to  present  fairly  the  financial  position  and 
results  of  operations  of  the  state  of  Montana  in  conformity  with  generally  accepted  accounting 
principles. 

In  our  opinion,  the  financial  statements  referred  to  above  present  fairly,  in  all  material 
respects,  the  financial  position  of  the  Montana  Board  of  Investments  as  of  June  30,  1991,  and  the 
results  of  operations  and  the  changes  in  financial  position  of  its  Enterprise  and  Non-Expendable 
Trust  Funds  for  the  fiscal  year  then  ended  in  conformity  with  generally  accepted  accounting 
principles. 

As  discussed  in  Note  6d.  to  the  financial  statements.  Chapter  589,  Laws  of  1981  elimi- 
nated the  Non-Expendable  Trust  Fund  known  as  the  Montana  In-State  Investment  Fund  and  the 
Loan  Loss  Reserve  Fund  effective  July  I,  1991.   This  activity  is  merged  into  the  Permanent  Coal 
Trust  Fund. 

Respectfully  submitted, 

James  Gillett,  CPA 
Deputy  Legislative  Auditor 

September  20,  1991 
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STATE  OF  MOffTANA  BOARD  OF  INVESTMENTS 
ENTERPRISE  FUND 

BALANCE  SHEET  AS  OF  JUNE  30,  1991 


Assets 

Current: 

Cash  in  treasury  $    25,277 

Cash  with  fiscal  agent  113 

Interest  receivable  201,552 

Short-term  investments  15,271,399 

Notes  Receivable  246,468 

Prepaid  expenses  268 

Total  current  15,745,077 

Long-term: 

Notes/loan  receivable  29,487,145 

Investments  2,097,341 

Capitalized  cost  of  issue  915,951 

Equipment  40,377 

Accumulated  depreciation  (27,591) 

Total  long-term  32,513,223 

Total  assets  48,258.300 

Liabilities 

Current: 

Accounts  payable  100,997 

Due  to  other  funds  14,500 

Accrued  expenses  277 

Accrued  interest  payable  1,437,233 

Current  notes/bonds  payable  20,867,198 

Total  current  22,420,205 

Long-term: 

Bonds  payable  24,705,266 

Compensated  absences  13,124 

Deferred  cost  of  issue  recovery  272,404 

Total  long-term  24,990,794 

Total  liabilities  47,410,999 

Retained  earnings  847,301 

Total  liabilities  and  retained  earnings  $48,258.300 


The  accompanying  notes  are  an  integral  part 
of  these  financial  statements. 
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STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
ENTERPRISE  FUND 

STATEMENT  OF  REVENUES, 

EXPENSES,  AND  CHANGES  IN  RETAINED  EARNINGS 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1991 


Revenue 

Bond  issue  fee  $  492,738 

Investment  earnings  2,890,436 

Cost  of  issue  recovery  93,442 

Total  revenue  3,476,616 

Expenses 

Personal  services  106,994 

Contracted  services  21,824 

Supplies  and  materials  5,096 

Communications  12,309 

Travel  10,610 

Rent  17,128 

Repair  and  maintenance  1,512 

Indirect/administrative  &  other  costs                    9,997 

Depreciation  4,515 

Loss  on  equipment  sale  300 

Debt  service  3,776,981 

Total  expenses  3,967,266 

Net  loss  (490,650) 

Retained  earnings  July  1,  1990                        1,337,609 

Prior  period  adjustment  342 

Adjusted  retained  earnings  July  1,  1990  1,337,951 

Retained  earnings  June  30,  1991  $  847,301 


The  accompanying  notes  are  an  integral  part 
of  these  financial  statements. 
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SI  Alt  OF  MONTANA  BOARD  OF  INVFSTMtNTS 

ENTERPRISE  FUND 

STATEMENT  OF  CASH  FLOWS  FOR  THE  YEAR  ENDED  JUNE  30,  1991 

INCREASE  (DECREASE)  IN  CASH  AND  CASH  EQUIVALENTS 


Cash  flows  from  operating  activities: 
Receipts  for  sales  and  services 
Collections  for  principal  and  interest  on  loans 
Cash  payments  for  loans 

Payments  to  suppliers  for  goods  and  services 
Payments  to  employees 

Net  cash  used  for  operating  activities 

Cash  flows  from  non-capital  financing  activities: 
Payment  of  principal  and  interest  on 
bonds  and  notes 
Proceeds  from  issuance  of  bonds  and  notes 

Net  cash  provided  by  non-capital 
financing  activities 

Cash  flows  from  capital  and  related 
financing  activities: 
Proceeds  from  sale  of  fixed  assets 

Net  cash  provided  by  capital  and  related 
financing  activities 

Cash  flows  from  investing  activities: 

Purchase  of  investments 

Proceeds  from  sales  or  maturities  of  investments 

Interest  on  investments 

Net  cash  provided  by  investing  activities 
Net  decrease  in  cash  and  cash  equivalents 
Cash  and  cash  equivalents,  July  1 
Cash  and  cash  equivalents,  June  30 

Reconciliation  of  net  loss  to  net  cash  used  for 
oparating  activities: 
Net  loss 

Adjustments  to  reconcile  net  loss 
to  net  cash  used  for  operating  activities: 
Depreciation 
Interest  on  investments 
Interest  expense 
Loss  from  sale  of  fixed  assets 
Prior  year  adjustment  related  to  operations 
Change  in  assets  and  liabilities: 
Increase  in  accounts  receivable 
Increase  in  long-term  loans/notes  receivable 
Increase  in  other  assets 
Decrease  in  accounts  payable 
Decrease  in  due  to  other  funds 
Increase  in  compensated  absences  payable 

Total  adjustments 

Net  cash  used  for  operating  activities 


$   192,738 
8,394,604 
(19,464,796) 
(87,280) 
(104,595) 

(10,769,329) 


(31,547,989) 
38,718,130 


7,170,141 


900 


900 


(13,146,029) 

10,571,249 

2,892,256 

317,476 
(3,280,812) 
6,308,283 
3,027,471 


(490,650) 

4.515 
(2,983,878) 
3,776,981 
300 
(942) 

(246,468) 

(10,823,724) 

(55) 

(4,811) 

(2,996) 

2,399 

(10,278,679) 

($10.769,329) 


The  accompanying  notes  are  an  integral  part 
of  these  financial  statements. 
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STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
NON-EXPENDABLE  TRUST  FUNDS 

BALANCE  SHEET  AS  OF  JUNE  30,  1991 


Assets 

Current: 
Cash  in  treasury 
Interest  receivable 
Due  from  other  funds 
Investments 

Total  current 

Long-Term: 
Notes/Loans  receivable 
Bonds 

Total  long-term 

Total  assets 


Montana 
In-State 
Investment 

Loan 

Loss 

Reserve 

$33,107,281 

447,831 

2,621 

828,101 

$500,861 
0 
0 
0 

34,385,834 

500,861 

38,649,655 
730,000 

0 
0 

39,379,655 

0 

$73,765,489 

$500,861 

Liabilities  and  Fund  Balance 

Current: 
Due  to  other  funds 

Total  current 

Fund  balance  reserved 

Total  liabilities 
and  fund  balance 


$   828,427 
828,427 


72,937,062 


$73,765,489 


$ 


0 


0 


500,861 
$500,861 


The  accompanying  notes  are  an  integral  part 
of  these  financial  statements. 
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STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
NON-EXPENDABLE  TRUST  FUND 

STATEMEm"  OF  REVENUES,  EXPENSES,  AND 

CHANGES  IN  FUND  BALANCE 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1991 


Revenue 

Application  fees 
Investment  earnings 

Total  revenue 

Expenses 

Administrative 

Total  expenses 

Operating  income 

Operating  transfers  in 
Operating  transfers  out 

Net  income 

Fund  balance  July  1,  1990 

Fund  balance 
June  30,  1991 


Montana 
In-State 
Investment 


5,565,226 


5,565,226 


Loan 

Loss 

Reserve 


$  58,275 
32,798 

91,073 


63,853 

0 

63,853 

0 

5,501,373 

91,073 

6,207,217 
(5,486,912) 

0 
0 

6,221,678 

91,073 

66,715,384 

409,788 

$72,937,062 

$500,861 

The  accompanying  notes  are  an  integral  part 
of  these  financial  statements. 
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STATE  OF  MOffTANA  BOARD  OF  INVESTMENTS 

NON-EXPENDABLE  TRUST  FUND 

STATEMENT  OF  CASH  FLOWS 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1991 

INCREASE  (DECREASE)  IN  CASH  AND  CASH  EQUIVALEKTS 


Cash  flows  from  operating  activities: 

Cash  payments  to  suppliers  for  goods 
and  services 

Net  cash  provided  by  (used  for) 
operating  activities 

Cash  flows  from  non-capital   financing 
Activities: 


Montana 

Loan 

In-State 

Loss 

Investment 

Reserve 

$   (58,463) 


(58,463) 


Transfers  to  other  funds 
Transfers  from  other  funds 

Net  cash  provided  by  non-capital 
financing  activities 

Cash  flows  from  investing  activities: 

Purchase  of  investments 

Proceeos  from  maturities  of  investments 

Interest  on  investments 

Collections  of  principal  on  loans 

Cash  payments  for  loans 

Net  cash  provided  by  investing 

activities 
Net  increase  in  cash  and  cash 

equivalents 

Cash  and  cash  equivalents,  July  1 

Cash  and  cash  equivalents,  June  30 

Reconciliation  of  operating  income  to  net 
cash  provided  by  operating  activities: 

Operating  income 

Adjustments  to  reconcile  operating 
income  to  net  cash  provided  by 
(used  for)  operating  activities: 
Interest  on  investments 

Change  in  assets  and  liabilities: 
Increase  in  due  to  other  funds 

Total  adjustments 

Net  cash  provided  by  (used  for) 
operating  activities 


(5,325,466) 
6,207,217 


881,751 


(1,558,101) 
4,966,758 
5,677,782 
6,139,488 

(8,792,690) 

0 
0 
89,653 
0 
0 

6,433,237 

89,653 

7,256,525 

89,653 

25,850,756 

411,208 

$33,107,281 

$500,861 

5,501,373 


91,073 


(5,565,226) 

91,073 

5,390 

0 

(5,559,836) 

(91,073) 

(58,463) 

0 

The  accompanying  notes  are  an  integral  part 
of  these  financial  statements. 
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STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
ENTERPRISE  AND  NON-EXPENDABLE  TRUST  FUNDS 

NOTES  TO  FINANCIAL  STATEMEffTS 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1991 

1.   SUfWARY  OF  SIGNIFICAFfT  ACCOUNTING  POLICIES 

a.  Basis  of  Accounting 

The  State  of  Montana  Board  of  Investments  (the  Board)  uses  the 
accrual  basis  of  accounting  for  the  Enterprise  and  Non-Expendable  Trust 
Funds.  Under  the  accrual  basis  of  accounting,  expenses  are  recorded 
when  incurred  and  revenues  are  recorded  when  earned. 

The  financial  statements  are  prepared  from  the  Statewide  Budgeting 
and  Accounting  System  (SBAS)  with  adjustments  and  information 
contained  in  the  bond  trustee  statements.  The  statements  include  the 
financial  activity  administered  by  the  Board  in  the  Enterprise  and  Non- 
Expendable  Trust  Funds. 

b.  Presentation  of  Funds  and  Programs 

For  financial  reporting  purposes,  the  Board  has  two  funds,  the 
Enterprise  and  the  Non-Expendable  Trust. 

Enterprise  Fund: 

The  Board  uses  the  Enterprise  Fund  to  account  for  its  development 
finance  programs  which  include  municipal  financing  for  local 
governments  and  long-term  fixed-rate  financing  for  businesses. 

The  following  programs  are  considered  municipal  finance 
activities: 

The  Montana  Cash  Anticipation  Financing  (MCAF)  program 
provides  tax  anticipation  financing  to  local  governments. 

The  Intermediate  Term  Capital  Pool  (INTERCAP)  program 
provides  funds  to  local  governments  to  finance  capital 
expenditures  for  up  to  five  years. 

The  Industrial  Development  Bond  Program  (IDB),  the  only  business 
finance  program,  provides  funds  to  purchase  economic  development 
loans. 

In  fiscal  year  1990,  the  Conservation  Reserve  Enhancement  Program 
(CRP)  was  established.  This  program  allows  farmers  to  receive  a  lump 
sum  payment  by  assigning  their  federal  CRP  contract  to  the  Board.  The 
farmers  under  contract  must  comply  with  seeding  and  other  requirements. 
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Non-Expendable  Trust  Fund: 

The  Montana  In-State  Investment  Fund  (MISIF)  represents  a  portion 
of  the  constitutionally  dedicated  Coal  Tax  Trust  Fund  made  up  from 
deposits  of  a  portion  of  coal  severance  taxes  collected.  Initiative 
95,  passed  by  voters  in  November  1982,  stated  that  25  percent  of  the 
funds  deposited  in  the  Coal  Tax  Trust  Fund  will  be  invested  in  Montana. 
As  a  result,  MISIF  was  created  as  a  Non-Expendable  Trust  Fund.  During 
fiscal  year  1991,  $6,207,217  of  coal  severance  tax  collections  were 
transferred  to  MISIF. 

The  interest  earnings  of  MISIF  were  appropriated  by  the 
legislature  to  MISIF  and  the  general  fund.  The  allocation  of  interest 
for  fiscal  year  1991  was  85  percent  to  the  general  fund,  and  15  percent 
to  School  Equalization.  The  Loan  Loss  Reserve  Fund  (LLRF)  is  used  to 
protect  MISIF  from  losses. 

c.  Fixed  Asset  Depreciation 

The  equipment  fixed  assets  recorded  in  the  Enterprise  Fund  are 
depreciated  on  a  straight-line  basis,  with  salvage  value,  in  accordance 
with  state  policy. 

d.  Receivables 

The  Enterprise  Fund  notes/loan  receivables  of  $29,487,145 
represent  loans  made  to  Montana  local  governments. 

The  Non-Expendable  Trust  Fund  notes/loan  receivables  of 
$38,649,655  include  commercial  loans  made  from  the  Montana  In-State 
Investment  Fund.  Historically,  in  both  funds,  there  have  been  no 
uncollectible  account  balances. 

e.  Cash  Equivalents 

For  purposes  of  the  Statement  of  Cash  Flows,  the  Enterprise  and 
Non-Expendable  Trust  Funds  consider  all  highly  liquid  investments  with 
a  maturity  of  three  months  or  less  when  purchased  to  be  cash 
equivalents.  Cash  equivalents,  as  identified  in  the  Balance  Sheet, 
include  Cash,  Cash  with  Fiscal  Agent  and  investments  in  the  Short-Term 
Investment  Pool  (STIP)  and  the  Federated  Treasury  Obligations  Fund. 

2.   INVESTMENTS 

The  deposits  and  investments  in  the  Enterprise  Fund  are  restricted 
by  the  bond  trust  indentures  to  the  following:  government  and  agency 
obligations,  certificates  of  deposits,  repurchase  agreements,  and 
investment  agreements.  Deposits  and  investments  in  the  other  funds 
must  be  made  with  Montana  banks  or  in  STIP  administered  by  the  Board. 
The  deposits  and  investments  are  combined  on  the  Board's  financial 
statements. 
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The  Board's  investments  in  the  Enterprise  and  Non-Expendable  Trust 
Funds  are  classified  as  to  credit  risk  by  Category  1  which  includes 
insured  or  registered,  or  securities  held  by  the  Board  or  its  agent  in 
the  Board's  name. 

Short-Term  Investments 
June  30,  1991 


Carrying 

Market 

Category  1 
$  4,280,394 

Value 

Value 

Enterprise  Fund 
Government  Securities 

$  4,280,394 

$  4,280,394 

Investment  in  STIP/ 
Mutual  Fund 

10,991,005 

10,991,005 

10,991,005 

Total 

15,271,399 

15,271,399 

15,271,399 

Non-Expendable  Trust 

Fund  (MISIfl 
Bond  Anticipation  Notes 

828,101 

828,101 

828,101 

Total 

828,101 

828,101 

828,101 

Total  short-term  investments 

$16,099,500 

$16,099,500 

$16,099,500 

Enterprise  Fund 
Government  Securities 

Total 

Non-Expendable  Trust 

Fund  (MISIF) 
Bond 

Total 


Total  long-term  investments 


Long-Term  Investments 
June  30,  1991 

Category  1 

Carrying 
Value 

Market 
Value 

$2,097,341 

$2,097,341 

$2,345,875 

2,097,341 

$2,097,341 

$2,345,875 

730,000 

730,000 

730,000 

730,000 

730,000 

730,000 

$2,827,341 

$2,827,341 

$3,075,875 
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3.   BOND  ISSUES 

a.   Pooled  Industrial  Revenue  Bonds 

The  Board  issues  bonds  for  the  Enterprise  Fund  for  the  purpose  of 
providing  funds  to  purchase  economic  development  loans  in  the  state  of 
Montana.  These  bonds  are  limited  obligations  of  the  Board  payable 
solely  from  and  secured  by  revenues  and  assets  assigned  to  the  Board. 

Included  within  the  revenues  and  assets  of  the  fund  are  the 
amounts  deposited  in  the  fund's  Capital  Reserve  Account.  If  the 
balance  in  the  reserve  account  falls  below  the  amount  established  by 
the  indenture,  the  Governor  is  required  to  request  that  the  Legislature 
appropriate  funds  to  restore  the  balance.  The  Legislature  may,  but  is 
not  legally  obligated  to,  appropriate  funds  to  correct  any  deficiency. 

The  schedule  of  bond  payments  as  of  June  30  for  the  next  five 
years  is  as  follows: 

Bond  Issue        1992      1993      1994      1995      1996    Thereafter 


1984  Series  A-G     $120,000  $125,000  $140,000  $155,000  $170,000  $2,485,000 

1985  Series  A-L*     90,000   105,000   105,000   115,000   130,000   2,595,000 

Total         $210,000  $230,000  $245,000  $270,000  $300,000  ^5, 080, OOP 
*  Excluding  Series  B  &  J,  previously  retired. 

b.  Stand-Alone  Industrial  Revenue  Bonds 

In  this  program,  assets  and  revenues  of  the  borrower  are  pledged 
to  repay  the  bonds.  Accordingly,  stand-alone  bond  issues  are  not 
recorded  on  the  Board's  financial  statements.  On  October  13,  1989,  the 
Board  issued  $60,800,000  in  Resource  Recovery  Revenue  Bonds  (Colstrip 
Project),  Series  1989,  under  the  Stand-Alone  Industrial  Development 
Bond  Program. 

c.  Montana  Cash  Anticipation  Financing  (MCAF)  Bonds 

On  August  23,  1990,  the  Board  issued  $7,385,000  in  Municipal 
Finance  Consolidation  Act  Bonds,  Series  1990,  under  the  Montana  Cash 
Anticipation  Financing  Program.  These  bonds  will  mature  September  23, 
1991.  The  Series  1990  bonds  are  not  a  debt  or  liability  of  the  state 
of  Montana,  and  neither  the  faith  and  credit  nor  the  taxing  power  of 
the  state  of  Montana  is  pledged  to  the  payment  of  the  principal  of  or 
interest  on  the  Series  1990  bonds.  The  Series  1990  bonds  are  limited 
obligations  of  the  Board  payable  solely  from:  1)  investment  income;  2) 
repayments  of  principal  and  interest  on  notes  issued  to  the  Board  by 
participating  local  governments  units;  and  3)  an  irrevocable  pledge  of 
the  Board  to  lend  money  for  deposit  by  the  trustee  into  Reserve  Account 
F  in  an  amount  equal  to  any  deficiencies  therein  for  payment  of 
principal  and  interest  on  the  Series  1990  bonds. 
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On  September  28,  1990  the  Municipal  Finance  Consolidation  Act 
Bonds  Series  1989  for  $9,485,000  were  retired  in  full. 

On  June  27,  1991,  the  Enterprise  Fund  issued  Municipal  Finance 
Consolidation  Act  Bonds  (School  District  Pooled  Refunding  Program) 
Series  1991  in  the  amount  of  $6,234,000  carrying  a  maturity  date  of 
January  15,  2005.  The  Series  1991  Bonds  are  issued  to  provide  funding 
of  16  participating  Montana  school  districts.  The  Series  1991  bonds 
are  not  a  debt  or  liability  of  the  state  of  Montana,  and  neither  the 
faith  and  credit  nor  the  taxing  power  of  the  state  of  Montana  is 
pledged  to  the  payment  of  principal  of  or  interest  on  the  Series  1991 
bonds.  The  School  District  Refunding  Bonds  and  the  interest  thereon 
are  payable  from  real  property  taxes  levied  within  the  school 
districts. 

d.   Intermediate  Term  Capital  Pool  (INTERCAP)  Bonds 

On  March  16,  1987,  $6.5  million  of  Series  1987  Variable  Rate 
Demand  Bonds  were  issued  which  will  be  due  March  1,  1995.  These  bonds 
may  be  redeemed,  at  the  bondholder's  option,  any  March  1  prior  to 
maturity.  The  Board  did  not  enter  into  an  arms-length  financing 
agreement  to  convert  bonds  "put"  but  not  resold  into  some  other  form  of 
long-term  obligation.  Accordingly,  these  bonds  have  been  recorded  as 
current  liabilities  of  the  Enterprise  Fund. 

On  July  14,  1988,  the  Board  issued  $5,000,000  in  Series  1988  bonds 
under  the  Intermediate  Term  Capital  Program.  The  bonds  have  an  annual 
adjustable  rate  tender  option.  The  Series  1988  bond  issue  is 
structured  like  the  Series  1987  Intermediate  Term  Capital  Program. 

On  March  1,  1991,  the  Board  issued  $5,000,000  in  Series  1991 
bonds  under  the  Municipal  Finance  Consolidation  Act  Bonds  (Intercap 
Revolving  Program)  Series  1991.  These  bonds  have  an  annual  adjustable 
rate  tender  option.  The  Series  1991  bond  issue  is  structured  like  the 
Series  1988  Intermediate  Term  Capital  Program. 

The  Series  1987,  1988,  and  1991  bonds  are  limited  obligations  of 
the  Board  and  are  payable  solely  from  the  following:  1)  investment 
income;  2)  repayments  of  principal  and  interest  on  loans  made  by  the 
Board  to  the  local  governments;  and  3)  amounts  derived  from  an 
irrevocable  loan  agreement.  The  agreement  authorizes  the  trustee  to 
request  funds  from  the  Board  for  deposit  to  the  reserve  account  in  an 
amount  equal  to  any  deficiencies  therein  for  payment  of  principal  and 
interest  on  the  Series  1987,  1988,  and  1991  bonds.  These  bonds  are  not 
a  debt  or  liability  of  the  state  of  Montana. 

The  Board  retired  the  following  series  of  bonds  during  fiscal  year 
1991: 

Retired  In    Bonds  Outstanding    Total  Retired 
Bond  Issue        FY  1991      June  30,  1991        To  Date 

INTERCAP  Series  1987  $925,000  $3,045,000  $3,455,000 
INTERCAP  Series  1988  $825,000  $4,055,000  $945,000 
INTERCAP  Series  1991  $0      $5,000,000  $0 
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e.  Irrigation  District  Pooled  Loan  Program 

On  August  16,  1988,  the  Board  issued  $4,976,214  in  Series  1988 
bonds  under  a  new  program  called  the  Irrigation  District  Pooled  Loan 
Program.  These  bonds  are  issued  under  the  Municipal  Finance 
Consolidation  Act.  A  portion  of  the  bonds  are  serial  and  will  be 
retired  annually  from  August  1,  1989  through  August  1,  2003.  The  bonds 
have  various  interest  rates  depending  on  the  maturity  date  and  the  type 
of  bond.  The  remainder  of  the  bonds  are  capital  appreciation  bonds 
that  retire  each  year  beginning  August  1,  1997  and  ending  August  1, 
2004.  The  value  of  the  capital  appreciation  bonds  reflects  $285,050  in 
accreted  value  since  the  date  of  sale. 

These  bonds  were  issued  for  the  purpose  of  providing  funds  for  the 
Board  to  purchase  the  refunding  bonds  from  participating  irrigation 
districts  for  the  purpose  of  prepaying  the  U.S.  Department  of  Interior, 
Bureau  of  Reclamation  Projects  Loans.  The  irrigation  bonds  and  the 
interest  thereon  are  payable  solely  from  the  collection  of  the  special 
tax  or  assessment  which  are  a  lien  against  the  real  property  of  the 
irrigation  district.  The  irrigation  bonds  are  not  obligations  of  the 
state  of  Montana;  however,  the  bonds  are  limited  obligations  of  the 
Board  due  to  an  irrevocable  pledge  to  lend  money  for  deposit  by  the 
trustee  of  the  Irrigation  District  Pooled  Loan  Program  Reserve  Account 
E  in  an  amount  equal  to  any  deficiencies  herein  on  any  payment  date. 
The  indenture  does  not  permit  the  isjuance  of  additional  bonds. 

Retired  In    Bonds  Outstanding    Total  Retired 
Bond  Issue        FY  1991      June  30,  1991       To  Date 

Irrigation  District 

Series  1988         $80,000        $5,056,265         $205,000 

f .  Conservation  Reserve  Enhancement  Program 

During  fiscal  year  1991,  the  Enterprise  Fund  issued  Economic 
Development  Bonds  (Conservation  Reserve  Enhancement  Program)  Series  A 
Bonds  for  $6,650,000  and  Series  B  Bonds  for  $730,000.  Both  bond  issues 
mature  November  15,  1999.  On  June  30,  1991,  this  program  was  continued 
with  five  participants  carrying  a  combined  loan  balance  of  $828,101. 
These  loans  were  funded  by  Bond  Anticipation  Notes  (BANS)  purchased  by 
the  Montana  In-State  Investment  Program.  These  BANS  carry  an  October 
1,  1991  maturity  date  and  will  be  converted  to  a  separate  bond  issue. 
The  Conservation  Reserve  Enhancement  Program  escrow  amounts  to 
$254,096. 

4.   NET  LOSS  IN  ENTERPRISE  FUND 

The  net  loss  in  the  Enterprise  Fund  was  caused  by  the  following: 
Personnel  services  increased  by  $12,439 
Travel  expenses  increased  by  $1,806 
Repair  and  maintenance  expense  increased  by  $1,000 

Debt  service  expense  increased  by  $298,322 
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5.  COAL  TAX  LOAN  COWilTWEMTS 

The  Board  makes  firm  commitments  to  fund  loans  from  the  Montana 
In-State  Investment  Fund.  These  commitments  have  expiration  dates  and 
may  be  extended  according  to  the  Board's  Administrative  Rules.  As  of 
June  30,  1991,  the  Board  had  committed  to  purchase  loans  from  Montana 
lenders  totaling  $5,249,300. 

6.  SUBSEQUENT  EVENTS 

a.  Payroll  Tax  Bonds 

On  July  15,  1991  the  Board  issued  $142,095,000  in  Payroll  Tax 
Bonds  (Workers  Compensation  Program  Series  1991).  The  Series  1991 
Bonds  are  limited  obligations  of  the  state  of  Montana,  payable  solely 
from  and  secured  by  certain  payroll  tax  revenues.  The  bonds  are  not 
general  obligations  of  the  Board,  the  State,  the  Montana  State 
Compensation  Mutual  Insurance  Fund,  or  any  political  subdivision  of  the 
state,  and  neither  the  faith  and  credit  nor  the  general  taxing  power  of 
the  state  is  pledged  to  the  payment  of  the  principal  of  or  interest  on 
the  bonds. 

b.  Municipal  Finance  Consolidation  Act  Bonds 

On  August  29,  1991  the  Board  issued  $4,485,000  in  Municipal 
Finance  Consolidation  Act  Bonds,  Series  1991,  under  the  Montana  Cash 
Anticipation  Financing  Program.  The  Series  1991  Bonds  are  not  a  debt 
or  liability  of  the  state  of  Montana,  and  neither  the  faith  and  credit 
nor  the  taxing  power  of  the  state  of  Montana  is  pledged  to  the  payment 
of  the  obligations  of  the  Board  payable  solely  from  investment  income, 
repayments  of  principal  and  interest  on  notes  issued  to  the  Board  by 
participating  local  government  units,  and  an  irrevocable  pledge  of  the 
Board  to  lend  money  for  deposit  by  the  trustee  into  Reserve  Account  J 
in  an  amount  equal  to  any  deficiencies  therein  for  payment  of  principal 
and  interest  on  the  Series  1991  Bonds. 

c.  Montana  In-State  Investment  Fund 

Chapter  589,  Laws  of  1991  eliminated  the  Non-Expendable  Trust  Fund 
known  as  the  Montana  In-State  Investment  Fund  and  the  Loan  Loss  Reserve 
Fund  effective  July  1,  1991.  This  bill  allows  the  Board  of  Investments 
to  invest  up  to  25  percent  of  the  Permanent  Coal  Tax  Trust  Fund  in  the 
Montana  economy.  The  statutory  change  allows  the  Board  of  Investments 
to  apply  the  reduced  rate  of  interest  for  job  creation  to  a  larger 
number  of  loans  throughout  Montana. 
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BOARD  OF  INVESTMENTS 

DEPARTMENT  OF  COMMERCE 


TAN  SI  KI'IIKNS.  c  ;(WKHNOH 


STATE  OF  MONTANA' 


i 


.LEGISLAIU[E<AUUaQi^ 


(406) 442   1970 


TELEFAX  (406)  449-6S79 


HELENA.  MONTANA  59620 


November  19,  1991 


Mr.  Scott  A.  Seacat,  Legislative  Auditor 
Office  of  the  Legislative  Auditor 
State  Capitol 
Helena,  MT.  59520 


Dear  Mr.  Seacat: 

The  following  is  our  response  to  your  recommendations  resulting  Krom 
the  audit  of  the  Board  of  Investments  for  the  fiscal  year  ending  June 
30,  1991. 

Recommendation  #1 

We  concur.  I^e  have  requested  our  Bond  Trustee  to  make  Lhe  deposit. 

Recommendation  #2 

This  recommendation  does  not  affect  the  Board. 

Recommendation  #3 

This  recommendation  does  not  affect  the  Board. 

Recommendation  M 

lhe  Fioard  does  not  have  the  ^taff  available  to  perform  the 
reconciliation  tasks  currently  performed  by  the  local  bank.  Of  the  net 
projected  cost  savings  of  $279,000,  all  but  $30,000  could  be 
accomplished  by  a  change  in  the  Department  of  Administration  contract 
to  provide  for  payment  for  custodian  services  from  hard  dollars  rather 
than  soft  dol lars. 

The  Board  is  not  interested  in  pursuing  the  legislative  change 
proposed  by  the  auditor  since  the  bulk  of  the  savings  could  be 
accomplished  through  the  contract  amendment. 

Ihis  recommendation  was  noted  in  last  year's  audit. 
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Mr.  Scott  A.  Seacat 
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Recommendation  #5 

We  concur.  Staff  have  suspended  making  linked  deposits  for  home 
mortgages  and  will  recommend  to  the  Board  at  its  December  13  meeting 
that  it  discontinue  this  portion  of  the  linked  deposit  program.  Staff 
will  also  review  the  eight  single-family  home  mortgage  files  involving 
funded  linked  deposits  to  assure  documentation  is  in  compliance  with 
the  Administrative  Rules. 


Recommendation  #6 

We  concur.  The  economic  development  bond  authority  in  the  Board's 
statutes  allows  the  Board  to  issue  bonds  for  projects  which  improve  the 
Montana  Economy.  The  Board  operates  all  of  these  programs  out  of  one 
accounting  entity  and  uses  money  earned  by  previous  bond  issues  to 
provide  development  capital  for  new  issues.  The  Board  issued  bonds  for 
a  co-generation  plant  in  1989  and  used  the  fees  earned  to  pay  most  of 
the  development  costs  for  the  CRP  bond  program.  Over  the  life  of  the 
CRP  program  the  Board  anticipates  a  profit  of  $80,000.  The  Board 
anticipates  using  these  revenues  to  help  develop  other  programs  in  the 
future.  The  major  point  that  the  Board  wishes  to  make  is  that  the  CRP 
program  will  be  self  supporting  over  time.  The  development  capital 
for  the  program  has  been  provided  from  fees  earned  on  previous  bond 
issues  and  the  profits  from  the  CRP  bond  issue  will  provide  for 
development  of  future  programs. 


Recommendation  #7 

We  concur.   We  thought  that  this  had  been  taken  care  of  last  year.  We 
will  monitor  this  more  closely  in  the  future. 


Recommendation  #8 

We  concur.  Procedures  have  been  established  to  assure  that  funds  are 
transferred  to  Board  accounts  promptly.  Interest  has  been  claimed  on 
the  funds  in  question. 

Recommendation  #9 

We  concur.  Board  staff  have  completed  monthly  Montcomp 
reconciliations  through  October  of  1991. 

Staff  carefully  monitored  documents  and  were  confident  that  all 
documents  were  accounted  for.  Procedures  have  been  established  which 
require  a  record  to  be  kept  in  the  document  file  of  all  unused  or 
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Mr.  Scott  A.  Seacat 
November  19,  1991 
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purged  document  numbers.  Reconciliation  of  the  daily  transaction 
listing  is  time  consuming  and  of  doubtful  value  if  the  document  file 
has  been  properly  noted  when  purged,  or  unused  documents  occur. 


Recommendation  #10 

We  concur. 

Once  again  the  audit  staff  performed  a  complex  audit  in  a  professional 
manner,  in  a  timely  fashion,  and  with  a  minimum  of  disruption  for  our 
staff.  I  very  much  value  their  review  and  comments. 


Sincerely, 


iincereiy,  h 


David  M.  Lewis 
Executive  Director 

DML/tt 
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DEPARTMENT  OF  ADMINISTRATION 

DIRECTOR'S  OFFICE 


STAN  STEPHENS.  GOVERNOR 


MITCHELL  BUILDING 


STATE  OF  MONTANA' 


(406)  444  2032 


HELENA,  MONTANA  59620 


November   18,    1991 


d  @  g  D  W  d 


ILEGISLATIVE  AUDITOR 


Scott  Seacat 

Office  of  the  Legislative  Auditor 

State  Capitol 

Helena,  Montana   59620 

Dear  Scott: 

We  have  reviewed  the  recommendation  pertaining  to  the  bond  issue 
fee  assessment.   Our  response  follows: 

Recoinmendation  #3 

We  recommend  the  Department  of  Administration  implement  procedures 
to  ensure  timely  payment  of  bond  issue  fee  assessments. 

Response 

We  concur.   Procedures  will  be  written  and  presented  for  approval 
by  the  Capital  Finance  Advisory  Council  at  its  December  meeting. 

We  appreciate  the  opportunity  we  have  had  to  interact  with  your 
staff  on  this  issue. 


»rely. 


Bob  Marks 
Director 
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DEPARTMENT  OF  NATURAL  RESOURCES 
AND  CONSERVATION 


STAN  STEPHENS.  (iOVEHNOH 


c 


;TA[E  of  MONIANA' 


I'ELKKAX  NIIMIIEH  (-lOf)) 'I'l'l  h'/.'A 


November  20,  1991 


Mr.  Scott  A.  Seacat 

Legislative  Auditor 

Office  of  the  Legislative  Auditor 

State  Capitol 

Helena,  Montana  59620 


LEE  METCALE  BUILDING 
1520  EAST  SIXTH  AVENUE 


HELENA    MONTANA  •i9r.;>0  Z:iO  1 


s 


geiflWB 


NOV  2  0  1991 


LEGISLATIVE  AUDITOR 


Dear  Scott 


As  your  staff  requested,  I  am  en<;losing  our  written  comments  to 
the  recommendation  relating  to  this  department,  which  resulted 
from  your  audit  of  the  Board  of  Investments. 

I  thank  you  and  your  staff  for  the  consideration  our  comments 
were  given  during  discussion  of  this  report. 


Sincerely , 


/i-Jj^OAX^CcL 


Kar^n  L.  Barclay 
Director 


Enc losure 
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CENTRALIZED  SERVICES 

CONSERVATION  H  RESOURCE 

ENERGY 

OIL  AND  GAS 

WATER  RESOURCES 

DIVISION 

DEVELOPMENT  DIVISION 

DIVISION 

DIVISION 

DIVISION 

l«OEI««4E7ao 

14061  444-6667 

14061444  6697 

I4Q6I444  667S 

14061444-6601 

DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 
COMMENTS  ON  THE  LEGISLATIVE  AUDIT  FINDINGS  AND  RECOMMENDATIONS 


Following  is  the  response  of  the  Department  of  Natural  Resources 
and  Conservation  to  the  recommendation  relatinq  to  this 
department,  which  resulted  from  the  audit  of  the  Board  of 
Investments . 

RECOMMENDATION  #2 

WE  RECOMMEND  THE  AGENCIES  LISTED  IN  TABLE  2  DEPOSIT  THE  REMAINING 
$37,012  FOR  ISSUANCE  OF  BONDS  TO  THE  GENERAL  FUND  IN  ACCOKDANCH 
WITH  STATE  LAW. 

RESPONSE; 

The  department  concurs.   The  balance  of  issuance  fees  will 
be  deposited  to  the  General  Fund  as  soon  as  possible. 
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THE  MONTANA  UNIVERSITY  SYSTEM 

n.lSOniH  I  AM  CHANUl   GULCH 

HELENA,  MONTANA  59620-2602 

(•1061 444  esro 


COMMISSIONER  OF  HIGHER  EDUCATION 


^^JJlil 


:jOV  2  0  1991 


^GISLATIVE  AUDITOR 


November  18,  1991 


Scott  A.  Seacat 
Legislative  Auditor 
State  Capitol 
Helena,  MT   59620 

Dear  Scott: 

I  am  writing  in  response  to  recommendation  2  resulting  from  the  audit  of  the 
Board  of  Investments.  The  Montana  University  System  has  issued  two  new  bond 
series  subsequent  to  January  1,  1988.  Eastern  Montana  College  issued  bonds  in 
the  amount  of  $7,615,000  on  February  15,  1988  and  the  Board  of  Regents  issued 
pooled  equipment  bonds  on  behalf  of  Montana  State  University,  the  University 
of  Montana,  and  Eastern  Montana  College  in  the  amount  of  $4,180,000  on 
May  13,  1988.  Neither  the  University  System  or  their  bond  trustees  were  aware 
of  the  bond  issue  fee  assessment  requirement.  We  concur  with  the  amount  cited 
in  your  report  and  are  prepared  to  deposit  $3,538.50  into  the  general  fund  for 
that  purpose. 


Sincerely, 


L 


Uohn  H.  Noble 

Deputy  Commissioner  for 

Management  and  Fiscal  Affairs 


sn 

THE  MONTANA  UNIVERSITY  SYSTEM  CONSISTS  OF  THE  UNIVERSITY  OF  MONTANA  AT  MISSOULA.  MONTANA  STATE  UNIVERSITY  AT  BOZEMAN,  MONTANA  COLLEGE 
OF  MINERAL  SCIENCE  AND  TECHNOLOGY  AT  BUTTE,  WESTERN  MONTANA  COLLEGE  AT  DILLON.  EASTERN  MONTANA  COLLEGE  AT  BILLINGS 

AND  NORTHERN  MONTANA  COLLEGE  AT  HAVRE. 


Montana  Higher  Education  Studknt  Assisi  anck  Corporation 


35  SOUTH  LAST  CHANCE  GULCH 
HELENA,  MONTANA  59620-3104 

PHONE  (406)  444-6597 


November  19,  1991 


Mr.  John  Fine 

Senior  Auditor 

Office  of  the  Legislative  Auditor 

State  of  Montana 

State  Capitol 

Helena,  MT  59620 


.[[i]  Lillil 


rGISLATIVE  AUDITOR 


Dear  Mr.  Fine: 

This  is  in  response  to  your  letter  of  November  19,  1991  and  the  revised 
sections  of  your  audit  report  on  the  Board  of  Investments  attached  thereto. 
That  report  still  contains  your  recommendation  that  MHESAC  should  pay  a  30«! 
per  $1,000  fee  for  bonds  issued  under  the  authority  of  its  1986  and  1987 
statutory  bond  allocations.  I  do  not  believe  this  is  a  proper  conclusion. 
The  statute  under  which  MHESAC  received  the  allocation  to  issue  the  bonds  in 
question  contained  no  fee  provisions  (see  17-5-1201FF  MCA  of  1985).  When  a 
fee  provision  was  added  in  1987  it  made  clear  that  the  fee,  while  payable  only 
on  issuance,  was  assessed  "as  a  condition  of  receiving  an  allocation"  (see 
17-5-1312  (2)  MCA).  The  act  was  made  effective  January  1,  1988.  Therefore, 
the  initial  event  upon  which  fee  liability  must  be  based  upon  (receipt  of 
allocation)  occurred  prior  to  the  effective  date  of  the  fee. 

We  have  in  the  past  questioned  the  state's  right  to  condition  the  receipt 
of  a  federally  derived  benefit  by  a  non-public  agency  on  the  payment  of  such  a 
fee.  Nevertheless,  MHESAC  has  paid  the  fee  on  all  bonds  issued  pursuant  to 
allocations  received  after  January  1,  1988  and  we  anticipate  continuing  to  do 
so  in  the  future. 


Because  we  have  now  exhausted  our  pre-1988  allocation,  the  questions  you 
raise  will  never  reoccur.  Therefore,  I  suggest  that  your  report  might  be  more 
complete  and  helpful  if  it  referred  to  the  language  of  the  statute  that  links 
the  fee  with  the  act  of  "allocation"  (payable  upon  issuance),  and  noted  that 
this  question  will  not  arise  again.  Raising  the  issue  in  this  way  seems 
appropriate,  but  I  do  not  believe  a  recommendation  that  the  fee  be  paid  is 
proper  given  the  legal  questions  such  a  recommendation  raises. 

I  have  reviewed  this  matter  with  the  legal  counsel  for  the  University 
System  and  he  concurs  with  the  view  expressed  above. 


cerely , 


^^-l 


yames  A.    Stipcich 
'.xecutive    Director 


17/ti»-WPl/CR 
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